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: Committee on | Narcotics 
use and Control we are 





ir fine newspaper supports 
ie legalisation, with regulation 
taxation, of illicit narcotics 


ell intentioned, is unworkable. 


buse problem would explode. 
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Many drug users do not want 
just any drug. They seek the one 


at is highly addictive. Unless 
nder your legalisation you 


ould not satisfy the drug. ad- 
s preferences, Many: drugs 
equire greater and greater dos- 
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deeply disturbed to. read that ` 


| 2nd). Your plan, though — 


e cartels would adapt, the vio- 
ice would go on, and our drug- 


that will give them the best high. 
In many American cities the pre — 
-ferred drug is crack, processed . 
cocaine that can be smoked and — 


would cheaply provide all popu- - 
r drugs, such as crack, you 


ges ^" "get bd Would me der 
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of  illicit-substance abusers. 
Clever entrepreneurs, many 
with long experience in drug- 
dealing, would step right back in 


to satisfy eager customers. 


More than 30m Americans 
are reported to be occasional us- 
ers of cocaine, with 700,000- 
1.4m addicted to it. All this oc- 
curs while cocaine is illegal, 
often dangerous to acquire, and 


when there is still some social. 
constraint against drug use. 
Legalisation would send out an © 


horrendous signal that drugs are 
acceptable. This would offset re- 


cent increased popular aware- 


ness of the risks of tobacco, 
alcohol and illicit narcotics. 
Inevitably drug abuse would rise. 

The world’s problem with il- 
licit drugs must be fought by in- 
creased, long-term efforts at cut- 
ting supply and demand. Supply 
can be cut in producing-coun- 
tries through eradication. 
Greater resources must be dedi- 
cated to interdiction on land, sea 


and air and to drug-law enforce- 


ment. On the demand side we 
must escalate our efforts to edu- 
cate the next generation. 

As you point out, substance 


abuse has been around for cen- 


turies. Ir may be impossible to 
eliminate drug trafficking and 
drug use totally. However, we 
must make every effort to reduce 
supply and demand and not sur- 
render in the war against drugs 


by legalising illicit narcotics. 


CHARLES RANGEL 

Pa BENJAMIN GILMAN 
Washington, House of 
DC Representatives 
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Moscow 
many? The border with China? 
‘One doubts, somehow, if they 


an inescapable contradiction be- 


Afghanis a 


Sin—The- Sov. withdrawal 
from Afghanistan 
rejoicing in the West. 









stability into an unstable region. 
Withdrawing Soviet troops will 
create chaos, which is in the in- 
terests of neither West nor East. 
The invasion was an exercise in 
buffer-stating, not the first step 
towards an ice-free port. 

The Soviet Union was being 
bled by its involvement in Af- 


ghanistan. There was therefore a 
. Western interest in Soviet troops 
staying there. Perhaps this ex- 
plains Mr Gorbachev’s interest 


in taking them out. mE 

So where will the alleged 
115,000 Soviet troops go? Cer- 
tainly not to the flesh-pots of the 
garrison. East Ger- 


will be engaged in the destruc- 
tion of medium-range missiles. 
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Lancashire D.M. BLAKELEY 
A single currency 


Sir—I am disturbed by the ca- 
sual’ way you champion the 
change to a síngle European cur- 


rency (March 5th). Surely the 


economic hístorian Mrs Jane Ja- 


-cobs ("Cities and the Wealth of 


Nations", 1984) has shown that 
the use of a single currency 


among diverse economic regions ` 


will only increase regional 
disparity. 

In a previous article (February 
21th) vou encouraged the richer 
EEC nations to aid the develop- 
ment of poorer members, such 


as Oreece and Spain. There is 


that the last time any 





could effortlessly afford tO c 
get out of Namibia does not re- 
flect the real political threat this 


would pose to Pretoria by in- 
The Soviet Union introduced 4 


ming radical white and black 
pinion in South Africa. To 
| i inem: largely 





to Pretoria when: ie ord does m 
not warrant it; - | 
Johannesburg, i 
South Africa MICHAEL SPICER 
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Presidential precedents 


Sm—You state ("Argentina - 
scowls at Britain", March 12:7. 
"civili 
of Argentina COum 
l term was in 1929. 


president" 
pleted a f 





However, Perói in 1952 finished 


the full term for which he had - 

been constitutionally elected. Or. X 
would you maintain that Amer: - 
ica did not have a “civilian presi- 
dent" between 1953 and 1961? ~ 
W Germany MERCEDES CONDAT 
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| Sin—Some readers may have 









our remark . 
one of Presi- - 
predecessors 
wonasec | 


in ae Fifth 


ond seven-year term at the polls. 
General de Gaulle, who was cho- 
sen as first president of the Fifth. 
Republic by an electoral college.: 
in 1338, > was elected toa second ; 










tween these goals. Surely you do. _ y 


not mean to claim that bankers’ - 
convenience is more important ` 
than the welfare of millions of 


Eutopean citizens. 
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Namibia 


SR—Your pithy comment on. 


South African misrule over Na- 
mibia {April 9th) is marred in 
two respects. First, there is am- 
ple evidence, even from Cubans 
present at the time, that Cuban 


(troops) and Soviet (arms) assis- 


















tance to the MPLA predated 


South African intervention in 
1975. Second, to say that the 
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Ideally, candidates should have a | good class 
. economics degree with preference being 
given to those with a firm grounding in both. 
micro and macro economic principles and _ 
having the ability to produce high quality work 


at speed. 


The post offers the right pide a dalles 
and stimulating environment in which financia 
reward and career prospects are excellent. 
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Please apply in writing, supplying a full 
curriculum vitae, to:- 
Jill Kennard, Personnel Department, 
Kleinwort Benson Group, 
20 Fenchurch Street, London EC3P 3DB. 
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! E: term with the possibility of renewal. The salary will 
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e economy 
and thé community at was The Treasury a also has a controller 
role, with responsibility for the Government's buc 
and associated accounting and reporting : 














« aly involved i in the reform of: 

€ The financial sector @ Taxation @ The structure of: gov- 
ernment-owned business enterprises, including privatisation 
€ Social policy and income distribution @ Regulatory reform | 
and trade liberalisation @ Public sector management, includ- 
t Resource management. 
fe tings in- the. above areas for highly 
competent : economic, financial and tax analysts with good - 
honours degrees and for professionally qualified accountants, M 

i k record of achievement. l 










academic. arenas. Positions are based in Wellington, New 
| and. financial capital. 
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iles o openings rdiet a rare opportunity for direct participation. 
in public policy design, implementation and advice. 

All appointments carry. signifi cant responsibility in a perfor- 1 
mance-orientated work environment where lively debate and =" 
internal discussion are all part of the development of analysi | 
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Every western businessman has a view on Japanese Sophia University. And duri ing the intensive 9 day tour, there will be 








t. visits to Japanese corporations and discussions with Japanese 
- But only those who take this year's London Executive businessmen. - 
Programme at the London Business School will have tic hpanese | There will also be seminars at the University featuring 
: view. members of the faculty and other top Japanese and non-Japanese 
7 Now, Europe's most comprehensive general management business and management specialist speakers. 


ramme is more comprehensive than ever. Because this year our A broader view. 
utive Programme includes the first ever study visit to Japan by a | 5A | 


| Eu t i businessschool " Our study visit to lapan is one element of the London Executive 
| Providing you with a unique opportunity to scrutinize the e RR "NT REESE 
a diuvutsble. 0 The Won nad dicia pue managers a Piso iE 
oos | | | x opportunity for intensive personal development, and provides the 
Seti in the park, we're ahead of the field. — skills and confidence necessary to operate at senior level. 
London Business School in Regent's Park has long been one of Similarly, the London Executive Programme is only one facet 





, ofthe London Business School. 
In fact, we have à choice of International 
Executive Programmes ranging from 4 weeks 
to 9 months. 


the world's leading business schools. 
oo. 70urnine ipa Sloan Fellowship 
Programme, for example, is unique in 
Europe and available only at Stanford 




































and MIT in the USA. All of them benefit from 
Our four week long our close links with the City of. 
Senior Executive Programme is London. The expertise of our 
exclusively for executives researchers. ande our centre for 
.. Operating at board level or its 
. equivalent, án major global - 
enterprises. 
Now our London 


i ‘Executive Programme gives 
=. - participants their first ever chance 
|." tostudy the management | 
c phenaienon of the twentieth | 
century, through the eyes of the 
very people who have created it. 
You may know Japan asa_ 
market, or the Japanese as 
“competitors. You may even know them as shareholders. 
i By the time you've completed the programme, you'll know | 
them almost as well as they know themselves. 


"Through Eastern eyes. 

The Japanese success story is well known. Vu 
But as the only major industrialized countr: y with 
non-European cultural roots, the reasons behind rh are 
: often difficult for western observers to understand. — — 
— 5 = Could it be attributed to their long-term view 


. 9 ing and industry, or is it perhaps due more to. 
yes work Fekplauation? 
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| if that sounds like y you, , You should fi Hin the 
coupon and goes itoffto us. 
(Rat we can't tell you is how much you 
it personally. j 

Bat ifkeeping things in perspective is 
one cof thea a ts of bap dad cana how 












Japanese management? If there is, could its 
techniques ever be successfully applied to 
the Western world? 

| Is there a genuine market for western | 
goods and services, or is that simply western optimism fuel led by 
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eastern rhetoric? — 
_ The answers are fascinating. On the London Executive ; Fax: 01-7247875 Telex: : 27461 LBS oratio 
Programme, so is the process of discovering them. Name: | 
. . Thevisitto Japan takes place in week 7 ofthe 10 week Company: ——ÁÁ—— —— 
programme. However, the previous ‘weeks of the Progfamme will Address: .. NE E AENT 
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0 years ago 
an 


fodern technology provides a vivid contrast with the tools available 90€ 
liam the Conqueror compiled his Domesday Book survey of Anglo-Nor 
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land. 





: For if the British Broadcasting Corporation's 1986 Domesday Project also pub- 
lished in book form, it would fill over 300 volumes and take seven years tor 
= Instead, this ambitious survey of 20th century British life, compris 
of text, 50,000 photographs, 24,000 maps, 60 minutes of video and millic 
is‘printed’ on only twoLV-ROM (LaserVisio n-Read Only Memory) discs oft 
active Video (AIV) system. ama ey 
Ü In a matter of seconds, anyone can find anything, anywhere on the discs. Texts can 
ird, map routes explored, and data evaluated -in any sequence. 















sing 250,000 pages 
ns of statistics, — 
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be studied, commentary hea 
atany pace. - vA = 
je Invented by Philips, LV-ROM technology opens a window throug h which usdete 
can access a vast store of text, image and numeric data as well as audio, video and compt. EE 
- programs. | eoand comp. 
Offer ing equa 











lly remarkable opportunities for business, tourism, training and education. 
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In February 1986, just a few hours after being placed in an 817 km quasi-polar 3 
orbit, the French remote sensing satellite SPOT-1 began tra nsmitting some ofthe most 5 
detailed images of the earth ever recorded from space. i 


i It was the prelude to a non-stop photo-survey of the entire globe. 
| During each orbit SPOT-1 makes tens of thousands of images for comi 
tudy purposes in applications ranging from agronomy and hydrology to ecolo; 
ind oceanography. Thus contributing to a better understanding of life on eart 
The attitude sensors and detection unit that form the ‘eyes’ and the ‘ 
'POT-1 panchromatic and multispectral imaging systems (High Resolution Visib! 
vere designed by SODERN, a high-tech French company associated with the 
ganization. Down on earth or out in space, Philips technology o 
tew look at life. 


'hilips. The sure sign of expertise worldwide. 
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Meet Michael Dukakis 


Wi a clear victory in New York on 
Tuesday, Governor Michael Dukakis is 
well on his way to securing the Democratic 
presidential nomination in July. And with Mr 
is as its candidate, the Democratic 
party will, for the fourth time in six elections, 
have chosen a northern liberal to bear its 
standard. Each of the past three northern lib- 
*71ls (Walter Mondale, George McGovern, 
ibert Humphrey) went down to defeat. Are 
the Democrats now well on their way to yet 
another drubbing? 

Probably, but not certainly. With no incumbent running 
and, at present, no intensely divisive economic or foreign-pol- 
icy issues, the popular vote in this presidential election could 
well be close. Mr George Bush, who is all but certain to be the 
Republican nominee, could trip up. And Mr Dukakis could 
turn out to be a bigger vote-winner than his faltering progress 
through this year's primary campaign suggests. In primary 
elections where only Democrats could vote, he has found it 
hard to put much distance between himself and his most per- 
sistent challenger, the Rev Jesse Jackson. But in those such as 
Wisconsin's, where independents too could take part, Mr Du- 
kakis has had bigger victories. If he can attract enough inde- 
pendents in November, he can win. 


Penny-pincher at home, lawyer abroad 
Mr Dukakis is not a straightforward liberal. Indeed, his claim 
*^ the presidency is built upon his technocratic, not his ideo- 
tical, qualities. He never tires of explaining how the Massa- 
chusetts economy has been transformed under his governor- 
ship; how he has made state government, particularly the 
collection of taxes, more efficient; how he has reformed the 
welfare system. To be sure, he has also done his best to reduce 
patronage, to give state aid to depressed cities, and to pro- 
mote universal health insurance (see page 40)—all solid lib- 
eral fare. Worse, in the eyes of conservatives, in his first term 
he raised taxes. For this he was duly punished at the next 
election, returning to office only after four years in the wilder- 
ness (Harvard's Kennedy School of Government). 

But even before this rebuff he was not a profligate of the 
traditional tax-and-spend variety. He antagonised the liberals 
of Massachusetts first by refusing to offer them jobs, then by 
threatening social programmes. Throughout his two and a 
half terms of office he has never been willing to give anything 
away to anyone, always exacting contributions, whether from 
business or from welfare recipients, in return for state help. 
And campaigning this year, he has been less populist and less 
protectionist than almost all his Democratic rivals. 
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So why is Mr Dukakis called a liberal? 


Democratic party. He has favoured a freeze 
on nuclear weapons and been critical of 
American intervention, whether in Grenada 
or Libya or in the Gulf. He has refused to let 
the Massachusetts National Guard train in 


has probably been more hostile to President 


wars, than any other candidate. 


Although he has not committed himself to such big cuts 
in defence as Mr Jackson has, he has identified several weap- 
ons that he does not like and thereby laid himself open to 
charges of offering a half-baked defence policy. He is criticised 
in particular for wanting both to stop the single-warhead 
Midgetman programme and at the same time to abolish accu- 
rate missiles that carry more than one warhead (because they 
could be used for a first strike). Since he is also against flight — 
tests of long-range missiles (to promote talks on deep cuts in 
nuclear weapons), his policies would leave America unable to — 


develop an alternative. 


Governors’ responsibilities in foreign affairs are modest, —— 
and Mr Dukakis can be forgiven for knowing less about them. 
than, say, Senator Albert Gore. Further, candidates seeking - 
their party's nomination habitually say things they later mod- 
ify when they move towards the political centre in the presi- 


dential campaign proper. Yet that could be too late for Mr 
Dukakis. He has said enough to allow the Republicans to 
paint him as an isolationist, whose belief in multilateral diplo- 
macy and legal solutions makes him little more than a one- 
man United Nations, and a somewhat simple-minded one at 


Chiefly because of his foreign policies. His ut- 
terances have always put him on the left ofthe — 


Central America. On the campaign trail he 
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Reagan's Strategic Defence Initiative, star | 
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that. If that is che verdict of southern and western voters, Mr _ 


Dukakis’s candidacy is probably doomed, even though his 
views may win him some support, particularly among mem- 
bers of the baby-boom generation, who will make up nearly 
half America's electorate this year. Their attitudes tend to be 
conservative on economic issues and stand-offish on foreign 
ones: no more Vietnams for them. 

In any event, it is not clear that Mr Dukakis would want to 
stay in the centre, even if he starts moving towards it now. 
The governor is a clever, hard-working, conscientious man, 
supported by a coterie of Harvard-educated advisers. It is 
more plausible to assume that he believes what he has been 
saying—which is, after all, the conventional wisdom of one- 
party Massachusetts—than that he is a closet foreign-policy 
conservative. If Mr Dukakis gains the White House, Ameri- 
ca's allies will have to brace themselves at a minimum for a 
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ting Bir No philosophies and economic systems—can 
ve happily under one roof in a “common European home". 
| this century alone, two hideous hot wars and a stingingly 

old one have shown Europe that propinquity alone does not 
ean peace. Has the Soviet Union, after 40 years of glowering 
over the fence at the richer and freer western part of Europe, 
decided to make the fence unnecessary, and to make peace 
likelier? Or is Mr Gorbachev’s appeal to common Europ- 
eanness merely a new version of an old idea: the idea that 
‘Western Europe can be persuaded to wave American protec- 
tion goodbye, so that Russia is the only superpower left 
around the place? 

- "The idea of a Europe without a Wall is neither wholly 
new, nor wholly Russian. In the 1960s, resenting what he saw 
as the Anglo-Saxon domination of the western alliance, de 
aulle mused grandly about a “Europe from the Atlantic to 
Urals”. That achieved nothing but some hollow French 
"satisfaction, and a weakening of NATO which de Gaulle's 
cessors are now trying to repair. Mr Gorbachev’s talk of 
ropean reunion also harks back to the Helsinki agreement 
1975, when the countries of Europe—plus the United 
tes and Canada—agreed to look for ways of getting along 
etter together. With Leonid Brezhnev in charge on the Rus- 
1 side, the Helsinki good intentions got virtually nowhere. 
Much of what Mr Gorbachev's men explain about a 
mon European home" was said at Helsinki. The differ- 
parts of Europe, including European Russia, do share 
common interests. One is the instinct for survival. For 
ears, despite the snarlings across the fence, that has pre- 
ted them from reducing the continent to rubble. As Mr 
iorbachev rightly points out, Chernobyl was a reminder that 
ollution, nuclear or otherwise, pays no attention to fron- 
ets: it blows where the wind wants. All true, but not exactly 
ew. Still, there are some novelties in the Gorbachev version, 
ot least in arms-control. 

To its credit, Russia now ideni that, if people are to 
st disarmament agreements, the deals have to be check- 










































on some of their army's manoeuvres. T 
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makes Mr Dukakis look strikingly li 
Carter. One thing that distinguishes the two r a 
kis’s experience of defeat and his subsequent return to vw 
In that Mr Dukakis obviously learnt some lessons abou 
iig rte his ways and rue Me with, rivals. He will need tc 
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T to real checking, including on-site inspections < o 
some of their military installations and a watching western €“ 
hey are also prepar 
to talk about non-symmetrical disarmament (meaning that 
the side with the most weapons cuts the m “defensive 
defence”, the idea that both sides’ armies could be more con 
vincingly equipped and positioned for defence, not attack 
Little of this, alas, has yet been put down on paper; but Rus 
sia’s apparent new open-mindedness does hold out some 
hope of making disarmament more than a propaganda word 
Mr Gorbachev's new thinking is also based on a wish tc 
tap the economic benefits the West can offer. Hence the at 
tempt to reach a deal with the European Community before 
most of Western Europe becomes a true single market ir 
1992, with a sharper sense of its own identiy. Hence too the 
talk of a someday-transferable rouble, and of the Russian: 
dropping in to watch at GATT and taking a keener i interest ir 
the IMF and the World Bank. All this needs a bigger change ir 
the way Russia’s economy is organised than Mr Gorbachev i: 
yet ready to contemplate—and it is Russia, not the West, tha: 
has to change if Russia’s economy is to recover. But if Mi 
Gorbachev does well enough at home for Russia to start 
porting something more interesting than € 
ern Europe will start being more interest 


Who builds the roof? f ; 
Encouraging as all this is, it does not erase the 
dificulties—and the differences—between Europe's East anc 
West. Take America-in-Europe. 

Russian officials claim to accept that, so long as Anaa 
troops and weapons are in Western Europe, America must be 
included in any new security plans for the continent. Brezh 
nev tried to split Europe from America by building up Rus 
sia’s missile armoury to the point where America iv unda be 
frightened to:come to Europe's help in : | 
Europe could thus be intimidated by R 
failed. Yet, despite all his officials’ goo 
America in on the deal, Mr Gorbact 
after breaking the nuclear link with Am 
to do it by talking down America’s nucle: 
rope, rather than building up Russia’s. Hes wa 
give up not only medium-range missiles in E 



































in December, but also its short-range ones. That may be new 
thinking, but only about a neater way to achieve an old goal. 

There is another oddity about Russia’s insistence that it 
sits "under one roof’ with Western Europe. The Russians use 
much the same language when they talk to the countries of 
the Pacific area to their east, and those of the Indian subconti- 
nent to their south. The roofs all start from Moscow, it seems. 
And the beguiling talk to Europe about shared European his- 
tory and shared European culture amounts to little, unless all 
Europeans are free to share it. 

Mr Gorbachev is pasting some forgotten pages back into 
the Soviet history books, and giving Soviet writers more 
scope to explore the unacceptable face of communism. But if 
Europe is ever to be more than a geographical expression, it 
has to be able to thrive on the free competition of ideas 
among free-thinking peoples. Ever since the Reformation, 


Bad week for Iran 


Since last July, America's navy has tilted the Gulf away from disaster 


HE wonder is not that it came, but that it came so late. 

The risk of a naval fight between Iran and the United 
States has existed ever since the American navy started es- 
corting Kuwaiti oil tankers, reflagged with the Stars and 
Stripes, through the Gulf nine months ago. Now the fight has 
taken place (see page 47), the details of the way the West oper- 
ates in the Gulf may need changing: for instance, by extend- 
ing the escort operation to some of the merchant ships that 
do not happen to wear the escorting navies' flags. But the 
essence of July's calculation was plainly right. 

The Americans started the convoy operation to guard 
Iraq's seaward flank in the Gulf war, by protecting from Ira- 
nian attack the oil exports of Iraq's helper, Kuwait. They also 
wanted to wash away the stain of their arms-for-hostages fi- 

o with Iran, by showing the Gulf Arabs that America 
-vuld protect them from Iran better than Russia could. Both 
aims have been well served by the American navy, and the 
European warships that followed it into the Gulf. 

- Iran threatened dire consequences if the reflagged con- 
voys set sail. They sailed. When Iran shrank from a scrap, the 
Gulf Arabs noticed. At November's Arab summit Saudi Ara- 
bia led demands for Iran to end the war with Iraq on the terms 
laid down in the United Nations Security Council's Resolu- 
tion 598. Now the Saudis are defying Iran again, by restricting 
the number of Iranians who will be allowed into Mecca for 
this summer's Haj pilgrimage. Kuwait's refusal to meet the 
demands of its airliner's Shia hijackers, who may have taken 
orders as well as inspiration from Shia Iran, is a particularly 
brave example of this reinforced Gulf Arab self-confidence. 

The new firmness is not all America's doing. Iran itself 
stiffened a lot of Arab spines by encouraging its people to run 
riot at last year's Haj. Iraq has been doing better on the battle- 
field. But, by deflating Ayatollah Khomeini's ability to inspire 
fear, the American convoys have played a vitally reassuring 
role. À year ago Mr Gorbachev was offering to take President 
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that concept has been at the core of what Western Europe 
understands by “European civilisation". It is this, not nuclear 
missiles, that links Western Europe and America. It still sepa- 
rates both of them from the Soviet world, because free come 
petition of ideas is still not part of the Gorbachev plan. In the 
atlas of ideas, the two Europes are still separated by an ocean 
of historical experience. 

Several of Mr Gorbachev's new thoughts—on arms cone 
trol and how to run an economy—came to him out of the 
West. There is merit in some of his other ideas. But Europe is 
still a pair of semi-detached houses, in which two different 
sorts of people live two different kinds of life. It is worth re 
minding Mr Gorbachev, and over-beguiled people in the 
West, that Europe's partitions were put up by Russia and its 
allies. They built the Berlin Wall. They will have to take the 
walls down, if Europe is to be more than a word on the map. 


——— BÀ 





Reagan's place as the Gulf's protector. He is now being criti- 
cised by most Arabs for obstructing an international embargo 
on arms for Iran. These gains will be squandered if the West 
takes fright from this week's clash at sea. The American gam- 
ble last July was that even an ayatollah knows when his navy is 
outclassed. The ayatollah knows it even better now. 


Pinpricks, and a bent pin 

For nine months Iran has satisfied revolutionary pride by 
probing at the soft edges of American resolve. Would Amer- 
ica hit back if a reflagged tanker ran on to a mine of doubtful 
provenance? Answer (when the Bridgeton was holed in July): 


no. Or if a reflagged tanker was attacked while separated from 


its escorts? Answer (when the Sea Isle City was hit by an Ira- 
nian missile in a Kuwaiti port in October): yes. That time 
America knocked out two Iranian oil platforms in the Gulf. 

What if an American ship hit a mine that had almost cer- 
tainly been planted by Iran? The answer [ran got to this one 
on April 18th, when American warships destroyed two more 
Iranian platforms, was intended, like October's, to be a sharp 
slap. But Iran, through premeditation or miscalculation, let 
its own response billow out of control. After an exchange of 
missiles and gunfire the Americans had sunk four smal! war- 
ships and crippled two frigates, against the loss of one Ameri- 
can helicopter with a two-man crew. The lopsided outcome 
argues against further encounters with the American navy. 

Iran has had a horrible week. Its navy has been outfoughe 
by the Americans, its army pushed back by the Iraqis in the 
Faw peninsula Iran captured in 1986. The lranian-inspired 
hijackers of Kuwait's airliner gave up empty-handed on April 
20th. The leader of Iran's parliament has just admitted that 
time is no longer on lran's side. Iran's weary revolution is 
bumping against the limits of its power. At this of all mo- 
ments, the West should stay on watch, and on course. 
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T e disease has changed, but remains dangerous 
À y] i 


TOD ARELY pausing to ponder last October’s stockmarket 
DD crash, company bosses across America and Europe have 
‘continued their quest for billion-dollar takeovers, as if such 
- buying were the soul of business life. Why? The merger 
— splurge in the 1960s and 1970s rarely added value for the 
- shareholders of the acquiring firm. There proved to be little 
truth in arguments like "synergy"—the pretence that two 
plus two equals five—which were used to persuade sharehold- 
ers to let their company go on a buying spree rather than 
indulge in one themselves. Those sprees were disastrous for 
fine names like Singer, the sewing-machine maker which al- 
ost diversified itself out of existence. Last month Mobil, an 
company, at last sold Montgomery Ward, a department- 
store chain it bought in 1976 in its quest to spread itself be- 
yond oil. Harvard’s Professor. Michael Porter showed that 
similar sales or divestments were the fate of 74% of the acqui- 
-sitions in unrelated new fields made by his sample of 33 large 
American companies in 1950-80. | 
— The fashion in the 1960s was for diversification—ie, bal- 
ancing heavy dependence on a single mature industry by 
grabbing what some huddle of lawyers and investment bank- 
ers advised were fast-growing businesses. These often proved 
just over-expensive businesses, ones whose share price had 
- been unduly inflated because other advisers trendily thought 
they were fast-growing too. The habit continued in the first 
- three quarters of 1987, when takers-over bought shares at 
prices 30% above what they had been worth a week before, 
i and then saw October’s crash send them 30% below where 
_ they had originally been. 
— Ttis therefore odd to see takeovers being hectically contin- 
ued now; but the flavour has changed. There are mavericks 
- today (like Daimler-Benz) that are still diversifying, but the 
- main new fashion is to try to be “global” —to be big in a few 
things in all the world’s big markets. Only global operators, 
-. goes the new wisdom, can take full advantage of economies of 
- scale. So large national tyre makers want to be large tyre mak- 
ers everywhere. Italy’s Pirelli lost to Japan's Bridgestone in the 


Scrap poll tax 


- 


j 
i 
B 


AL 
we 


^ 
| 
Vi 
, 
T 
Jib 
= 
LDE 


I 
n 


ph 


j- Margaret Thatcher’s new tax has only two things wrong with it: bad economics 


; 4 and bad politics. Time to think again 


3 ^) ETREATING gracefully is one of the hardest of all politi- 
-AN cal arts. Mrs Margaret Thatcher urgently needs to prac- 
. tise it. Her government's proposal to change the way in which 
_ Britain’s local authorities raise their tax revenue has the sup- 
. port (in public) of her hen-pecked ministers. It has few other 


. friends, and many flaws. Its passage through the House of 
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battle to buy America's Firestone. For consolation, it bought 
tiny Armstrong Tires, one of the few American tyre compa- 
nies still available to a foreigner anxious to gain a foothold in 
the American market. Already-diversified groups are follow- 
ing the same path. Britain's B.A.T, which is in paper, retailing, 
insurance and tobacco, wants to stay with these four, but in 
more places. So it is trying to buy Farmers, a large American 
insurance company, for $4.5 billion. 

This change of strategy has meant that the pattern of take- 
overs has become less inter-sectoral and more international. 
European companies are rushing to America in the beliefs 
that they cannot be big in their business without being the 
that the next American administration may prove less w~. 
coming than this one, and that the dollar is temporarily 
cheap. American and Japanese companies eye the EEC's in- 
tended single market in 1992, and the Americans think they 
had better buy in before the dollar gets cheaper. 


Mr Marks would not have approved 


Is there any logic in the new wave? Perhaps a Swiss chocolate 
maker is likely to make a better go of running a British choco- 
late firm than of running a Swiss watchmaker. In some take- 
overs, hidden value can be quickly uncorked. Canada's 
Campeau Corporation bought America's Federated Depart- 
ment Stores for $6.8 billion, then sold nearly half of it at a 
profit before the ink was dry. But as more companies chase 


_ the same targets—ie, the best big, available firm in a foreign 


market—they boost prices, and reduce the uncorkable value. 
It is hard to think of many truly great companies that 
prospered by buying their competitors; that is not how 
Toyota or Marks & Spencer or Procter & Gamble grew. 
When a company buys a competitor—even more than wl 
it diversifies—it rarely calculates the value that will be los 
the target company through the confusion and frustrated am- 
bition of its most talented employees. Little in today's banker- 
prompted urge to buy suggests that the buyers understand 
these things better than they did 12 months ago, or 12 years. 





Commons has been marked by half-hearted government con- 
cessions which have failed to ward off embarrassing revolts. 
Its time in the House of Lords might be turbulent. 

The government proposes to replace rates, the existing 
local property tax, with two new taxes: a flat-rate poll tax on 
domestic households, and a nationally levied uniform busi- 
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IN THE CITY OF LONDON: 


If you need to understand City connections, 
Crawford's Directory of City Connections should be yours. 


There is no comparable source of City and UK company information to rival 


Crawford's Directory of City Connections. Published for the tenth time in January, the 1988 edition's 
1,000 pages of concise information wi 


Il guide you around the City's network of 


professional relationships with accuracy and discretion. 


The most authoritative information about every listed 
company in the UK, including those on the USM, OTC 
and Third Market, cross referenced with their 
professional advisers. 


. Easy access to the senior management of each 


company 


- Details of every substantial shareholder for takeovers 


or management buyouts 


. Help in avoiding professional conflicts of interest 
. The opportunity to pick up new corporate clients in 


ten professions 


J Accurate information about every major UK company; 


who advises them; how big their pension funds are, 
who manages them; who ultimately owns them; who 
has major stakes in them 


. The only published source of information for 1,500 


major unquoted companies giving you listings of each 
one's professional advisers. 


Registered office: 25 St James's Street, London SWIA 1HG. Reg. No. 1775671 
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A complete list of the corporate clients of all the City's 
professional advisers — merchant bankers, auditors, 
stockbrokers and many more; 


. Which professional advisers are strong in which areas 
. Which companies to approach for client presentations 


if conflicts of interest are likely in a takeover or a City 
scandal 

Who to contact when looking for new financial 
advisers or stockbrokers 


To place your order, please send a cheque for £125 (for 
addresses in the UK) or US$240 (for overseas airmail) to 
the address below. For an additional £40/US$80 we will 
send you five Crawford’s Updates in 1988 to keep you 
up-to-date with all the changes. 


The Economist Publications 
Limited, 40 Duke Street, 
London W1A 1DW. 
Telephone: 01-493 6711. 
Telex: 266353. 
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ness rate on commercial enterprises. New taxes never arouse 
enthusiasm among voters, but they usually have other argu- 
ments—of equity, or of economic efficiency—to commend 
them. The poll tax has neither. The original concept behind 
it was, indeed, one of equity—but equity of a medieval sort. 
The government wanted to discourage poor electors, who 
paid no rates, from voting for local councils who promised to 
spend lavishly the revenues contributed by better-off rate- 
payers, and by local businesses. It therefore argued that every- 
body should pay the same tax for the same set of local-author- 
ity services, regardless of income or wealth. That concept was 
then eroded, as ministers saw the futility of new taxes on peo- 
ple so poor that their only income comes from the state. But a 
student nurse on £4,500 a year will still pay the same charge as 
Lord Moneybags in the same borough. ` 
This injustice so affronted 38 Tory members of Parlia- 
ment that they mutinied, voting for an amendment which 
would have introduced a crude link between a voter's income 
and level of poll tax. Some Tory Mrs are worried that their 
~ arty appears increasingly uncaring: the budget, with its cuts 
higher rates of income tax, came only days before reduc- 
tions in some welfare benefits. Parliamentary revolts last week 
on charges for check-ups on eyesight and teeth were further 
evidence of Tory unease. 


Reculer pour mieux sauter 


It is not the inequity of the poll tax which is its main weak- 
ness. In time, it will probably evolve into a local income tax, at 
least for the lower-paid, as the reliefs and exemptions already 
granted are gradually extended to take greater account of the 
voter's circumstances. That will redeem the Conservatives’ 
election promise of 1974: to replace rates with a tax based 
"not on property but on people's ability to pay". But Britain 


A goal for coal 





—ritain's coal mines have come a long way. Next stop, the real world 


SOME 16% of Britain’s electricity is generated from coal; 
some 77% of British Coal’s output is bought by the elec- 
tricity industry. The government is going to privatise electric- 
ity. It has not announced any plans to privatise coal. Yet it 
makes little sense to sell one Siamese twin but keep the other 
in state hands. 

Coal represents around half of the costs of generating 
electricity in Britain. So the reward for turning it into a com- 
petitive industry would be considerable—probably more 
than is to be had from privatising electricity. Since the min- 
ers’ strike in 1984-85, British Coal has made brave progress. It 
has reduced its workforce from 221,000 to 118,000 and closed 
76 pits. Costs have been cut by 23% in real terms; productiv- 
ity has risen by 60%. From almost half as many workers and 
pits as before the strike, British Coal is producing much the 
same quantity of coal: around 103m tonnes a year. 

Good, but not good enough. The Central Electricity Gen- 
erating Board (CEGB) now pays British Coal an average of £45 
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already has a perfectly good system for taxing income. What it 
lacks is taxes on wealth, and particularly on the main asset 
most people possess: their house. | 

The best tax strategy is one that keeps the tax base as wide 
as possible—on every kind of spending, of income, and of - 
wealth—so that tax rates can be kept as low as possible. The 
great virtue of domestic rates is that they raise as much reve- 
nue as another 8p on the basic rate of income tax would do; 
abolish them, and people will quickly perceive that taxes on 
their income have risen. That is precisely what happened in 
Ireland, in recent years the only other country foolish enough 
to abandon its tax on houses. 

Rates offer a simple and cheap way to tax housing. The 
main weakness in the existing scheme is that it is based on 
notional rental values—an anachronism, when private rent _ 
ing is virtually dead. This should be turned into a tax on the 
capital value of a house, a change that could be made more — 
acceptable by introducing it only when a house is sold. People — 
who are bidding for houses could then see that they were bid- — 
ding up their rates too. 

This week's revolt over poll tax signals a wider political 
danger for Mrs Thatcher. Her government is embarked on 
the most radical programme she has yet dared to undertake. lt 
is overhauling education, and looks set to overhaul the health 
service. To reform two such important institutions in one 
parliament would, for most politicians, be suicide. Mrs 
Thatcher knows, better than most, how to guard her store of 
political capital. To squander some of it on a tax reform 
which may come into effect barely a year before the next gen- 
eral election, and which has nothing to recommend it, shows 
an uncharacteristic prodigality. The House of Lords, which 
will start considering the poll-tax bill next month, may pro- 
vide her with an excuse to retreat. She should take it. 


($85) a tonne for delivered supplies. Imported coal now costs 
about £25, to which might be added some £3-4 to transport 
the stuff to power stations. British Coal argues that such low 
prices for imported coal are unsustainable—many overseas 
producers barely cover their operating costs, while the feeble 
dollar has cut the sterling price of imports. That may be true. 
But, for the foreseeable future, the price of imported coal is — 
unlikely to reach the average that British Coal charges, even. — 
allowing for transport costs. And, despite its productivity — - 
gains, British Coal's annual output per employee is still only a 
quarter of that in America's underground mines—a discrep- 
ancy too big to be dismissed by the claim that the two indus- 
tries are not strictly comparable. 

Worst of all, taxpayers have paid British Coal £9 billion 
since Margaret Thatcher moved into Downing Street, and are 
due to pay another £800m in the financial year just begin- 
ning. Some of this subsidy has been essential to the industry's 
future health. But if British Coal is to thrive, it still has further 
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o shri y an industry with, say, 70, 00 ) employees, pro- 
ducing 70m tonnes a year. | 
Streamlining British Coal would be easier if it were under 
more pressure to compete. Last year just 1m tonnes of power- 
station coal were imported, and only 296 of Britain's coal was 
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nines turn in a profit year after year. 

— To make the most of electricity privatisation, the govern- 
ment needs to change the ground-rules for coal. Ownership 
of Britain's coal reserves should be removed from British 
‘Coal and vested in the Crown, and the “95% clause" of the 


1588 and all that 


S op mucking about with history 


QYPAIN, what can we say? It must be humiliating to be 
M scoffed at for 400 years for losing the Armada, when it 
wasn’t really your fault. True, half the Spanish ships were 
sunk. But the latest historical surmise is that, on paper, Spain 
- should have won, and deserved to. Poor King Philip was put 
upon, what with his treasure ships getting captured by the 
English, and being snubbed as a suitor by Queen Elizabeth. 
The Spaniards’ mistake was to trust the August weather on 
- England's south coast, an error repeated endlessly by later 
- visitors. Their forecasters got it wrong, and the Spanish ships 
- were simply blown off the map. 

—— ]twas, of course, English weather, and perhaps God was a 
Protestant in 1588. But that argument is unlikely to impress 
historians seeking to destroy the romance of England's (un- 
fair) victory. They are more concerned to show that the ef- 
forts of Sir Francis Drake (a showy fellow who had merely 


E 


been the first Englishman to sail around the world) were nei- 


ther here nor there. He was so busy outgunning the galleons 
th at he actually ran out of ammo. Fortunately for Britain's 
relations with Spain, no one reads Newbolt anymore (“If the 
- Dons sight Devon, I'll quit the port o'Heaven"). And we are 
. all supposed to be Europeans now. Perhaps, to atone, En- 
- gland could help Spain out with its wine lake? 
If it is any consolation, the Spaniards might like to know 
that the British have also been having trouble with some of 
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‘should be scrapped. That, 
moval of all restrictions on private mining, would ensure that 
Britain’s private coal industry was free to compete against its 
nationalised one. Next, the soon-to-be-appointed chief execu- 
tives of the two big privatised generating companies should 
look hard at the possibility of building modern terminals for 
importing coal. By the early 1990s, as electricity demand rises 
and the proportion of power generated by nuclear reactors 
stagnates, demand for power-station coal could rise from to- 
day's 86m tonnes to 100m tonnes a year. That would allow 
plenty of scope for imports and a liberalised private coal-min- 
ing industry. 

Better by far would be to go the whole hog and privatise 
British Coal. Unfortunately, the government, by the method 
it has chosen to privatise electricity, has made it harder even- 
tually to sell British Coal into the best form of private-sector 
efficiency—split into several mining companies, all compet- 
ing against each other. The proposed electricity scheme 
means that such coal companies would depend for much of 
their orders on two near-monopoly generators, which w" 
have a strong incentive to collude in order to drive coal pric 


down—perhaps to loss-making levels. The fear of that hap- 
pening may put investors off the idea of buying coal mines. 








men were merry. Nottingham is upset. It takes the reasonable 
view that some stories are too good, if not impossible, to 
check. Some people quite like the old tales. Stop mucking 
about with our history. We like it the way it is. This, though, 
is a reactionary attitude. The bright new restructured histo- 
rian, with perhaps a jaded television audience to please, feels 
he needs to debunk. In his eyes, unlike Carlyle's, there are no 
heroes. This may be the tabloid approach to history, but it * 
the mood of the day. 


Now then, Columbus 


Anniversaries, such as the Armada's, are the opportune mo- 
ment for a demolition job. In Australia the debunkers have 
taken up the cause of the aborigines, paradoxically itself a 
wildly romantic one, removing some of the gloss of the 200th 
anniversary of white settlement. Even choicer victims lie 
ahead. Next year is the 50th anniversary of the start of the 
second world war (Was it necessary?) and the 200th of the 
French Revolution (The rehabilitation of Louis XVI?). Co- 
lumbus is sure to be clobbered in 1992, 500 years after he lost 
his way while looking for India, and introduced smallpox to 
the New World, killing many of the natives. 

This will bring things close to 1997, the 400th anniversary 
of Spain's second attempt to invade England. That time the 
Spaniards set out in an even bigger fleet. Again they should 
have succeeded. Again they failed. Unfairly, they ran into 
dreadful weather off Falmouth. 
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possibility ofa a merger, an acquisition ora 
divestiture, good prospects are few and far 
between. 





| And even with a good prospect, the 
[ right opportunity can be a fleeting one. 

- If all of the many 
resources required to complete 
the deal aren't at your immediate 
disposal, a ‘window of opportunity' 





can suddenly close, at any of a 

| number of stages in the proceedings. 

: ups. Leaving you on your own in the dark; 
i. Ren likely with bruised fingers. 





But Chase can make things easier 
from the word go. 
iii Our international 
presence gives us an unsurpassed 
awareness of which companies 
are in the market — and for what — 





virtually anywhere in the world. 
We can locate prospects that other 
banks simply haven't got wind of. 


And having done so, we're better 





: laced to fasten onto them. Fast. 
Because, unlike other 
_ banks, we have mergers and 
: acquisitions teams on the spot, and 
| in the know, in every major - 
business centre around the world. 

Armed with very considerable 
expertise and backed by specialists with career 









to talk about those ‘windows of opportunity’ 


For further information in the strictest confidence contact Pat Alexander in Hong Kong on 151 R431308, 
Hasan Askari in Tokyo on (3) 287 4100, or Lim fiew Keng in Singapore on 530 4246, 
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experience in every major i 

electronics, plastics, textiles, steel, 
mining, petroleum and entertainment — t: 
name but a few. 

Which means that we« 
unusually clear understanding of y 

So that whether buying 
you'll receive a more accurate assess 
valuation, and better advice as to the 
strategies and tactics that ought to b: 

Finally, we can call on a wh 
arsenal of funding options. 

And our specialists in equity 
underwriting, placement and financing, | 
leveraged buyouts, corporate restructuring: 
asset deployment will work with you tot : 
get what you want. | 

Our ‘prospecting power and spi 
of response — and our ability to delivert i 
necessary mergers and acquisitions and. — 
financing skills — all stem from one thing. 





Our total global banking capa it 
Integrating size, international netwot 
and highly specialized industry knowledge 
with the broadest array of commercial and 
investment banking products and services, this 
capability is what sets us apart from all other . 





financial institutions. | 
And it's available to you world wic 
Call us now, in complete confiden 


We think you'll see the light. 









ICE GROUP SIGNALLING TO THE TWIN OTTER RE-SUPPLY AIRCRAFT AT BASE CAMP, RYVINGEN. 


Sir Ranulph Fiennes 


went to the ends of the earth 


to ensure the success 


of the Transglobe Expedition. 


If Ran Fiennes had lived in the 15th century, 
he would have been off proving to us all that the 
world was round, not flat. 

He has almost literally been everywhere and 
done everything. From free-fall parachuting onto 
Continental Europe's largest ice-cap, to surveying 
up the River Nile, to forging his way 3,800 miles 
fone North Americas most hazardous rivers. 


PAB. But the most breath- 






taking achievement was 
Transglobe, in which he set 
out to circumnavigate the 
earth along its polar axis, 
| crossing both poles in one 
expedition. 

After seven years of 
intense preparation, Ran 
Fiennes led men, machines 
and equipment on a 
37000-mile journey. The 
meticulous selection of equipment paid 
dividends at many stages. The supply ship, 
the meteorological gear The communi- 
cations systems. 

All proved thoroughly reliable. The 
Rolex watches they took with them per- 
formed as expected in both the searing 


TRANSGLOBES ROUTE. 


122°F of the El Golea sand dunes and in 
an air and wind chill factor of minus 
131°F on the colossal Antarctic Plateau. 
Acting out a catalogue of broken 
bones, hidden crevasses, serious frost 
attack and almost permanent dampness, 
the expedition forced its way up the other 
side of the world. 3,000 miles in 35 days ~ a trip, 
for the few who ever made it, that would normally 
take three seasons. They then struggled over the 
Arctic Ocean via the North Pole, becoming the 
first men ever to reach both poles the hard way. 
The improbable circle was then completed by 
canoe when they made contact with the Supply 
ship three years later. Everyone came throug 
with flying colours. | 
The Transglobe team had successfully accom- 
plished the mission that experts had labelled 


"impossible" And their battered but uncomplain- 


ing Rolex watches. Each one living 
up to the coveted title of Officially 
Certified Chronometer. 
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of Geneva 









THE ROLEX EXPLORER Il CHRONOMETER. AVAILABLE IN STAINLESS STEEL 
WITH WHITE OR BLACK DIAL. 
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POPPER ON DEMOCRACY 


£ 


«he open society and its 
enemies revisited 


j 





The first book in Boglish by Professor Sir Karl Popper was accepted for 
e 


DEDE in London w 


ed in 1945 under the title “The 


book was well received 
central theo 


the people’) has been unders 


A A THEORY of democracy is very sim- 


ple and easy for everybody to under- 
«nd. But its fundamental problem is so dif- 
ferent from the age-old theory of democracy 
which everybody takes for granted that it 
seems that this difference has not been 
grasped, just because of the simplicity of the 
theory. It avoids high-sounding, abstract 
words like "rule", “freedom” and "reason". 
I do believe in freedom and reason, but I do 
not think that one can construct a simple, 
practical and fruitful theory in these terms. 
They are too abstract, and too prone to be 
misused; and, of course, nothing whatever 
cari be gained by their definition. 

This article is divided into three main 
parts. The first sets out, briefly, what may be 
called the classical theory of democracy: the 
theory of the rule of the people. The second 
is a brief sketch of my more realistic theory. 
The third is, in the main, an outline of some 
practical applications of my theory, in reply 
to the question: “What practical difference 
^^es this new theory make?” 


1 ne classical theory 

The classical theory is, in brief, the theory 
that democracy is the rule of the people, and 
that the people have a right to rule. For the 





Plato gives a tutorial 
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Hitler's bombs were 
Open Society | 
, but in this article Sir Karl questions whether his 
of democracy (which he does not characterise as **the rule of 


alling, and was pub- 
and its Enemies": The 


claim that the people have this right, many 
and various reasons have beer given; how- 
ever, it will not be necessary for me to enter 
into these reasons here. Instead, | will briefly 
examine some of the historical background 
of the theory, and of the terminology. 

Plato was the first theoretician to make 
a system out of the distinctions between 
what he regarded as the main forms of the 
city-state. According to the number of the 
rulers, he distinguished between: (1) monar- 
chy, the rule of one good man, and tyranny, 
the distorted form of monarchy; (2) aristoc- 
racy, the rule of a few good men, and oligar- 
chy, its distorted form; (3) democracy, the 
rule of the many, of all the people. Democ- 
racy did not have two forms. For the many 
always formed a rabble, and so democracy 
was distorted in itself. 

If one looks more closely at this classifi- 
cation, and if one asks oneself what problem 
was at the back of Plato's mind, then one 
finds that the following underlày not only 
Plato's classification and theory, but also 
those of everybody else. From Plato to Karl 
Marx and beyond, the fundamental prob- 
lem has always been: who should rule the 
state? (One of my main points will be that 
this problem must be replaced by a totally 


i 
=. 





Sir Karl—85 and still feisty 


different one.) Plato's answer was simple 
and naive: “the best" should rule. If possi- 


ble, "the best of all", alone. Next choice: the E 
best few, the aristocrats. But certainly not — 


the many, the rabble, the demos. 

The Athenian practice had been, even — 
before Plato's birth, precisely the opposite: 
the people, the demos, should rule. All im- 
portant political decisions—such as war and 


peace—were made by the assembly of all full — : 


citizens. This is now called “direct democ 
racy”; but we must never forget that the citi- 3 
zens formed a minority of the inhabitants— 
even of the natives. From the point of view: 
here adopted, the important thing is that, in. 
practice, the Athenian democrats regarded 
their democracy as the alternative to tyr- | 
anny—to arbitrary rule: in fact, they knew 
well that a popular leader might be invested — 
with tyrannical powers by a popular vote. 
So they knew that a popular vote may — 
be wrongheaded, even in the most impor- 
tant matters. (The institution of ostracism 
recognised this: the ostracised person was 
banned as a matter of precaution only; he 
was neither tried nor regarded as guilty.)The 


Athenians were right: decisions arrived at — 
democratically, and even the powers con- — ^ 


veyed upon a government by a democratic 
vote, may be wrong. lt is hard, if not impos 
sible, to construct a constitution that safe- 


















































































ards against mistakes. 


emocracy upon the practical principle of 
iding tyranny rather than upon a divine, 
a morally legitimate, right of the people to 










"The (in my opinion, vicious) principle 
mammoa plays a great part in European 
y. While the Roman legions were 
ong, ‘the Caesars based their power upon 
principle: the army legitimises the ruler 
acclamation). But with the decline of the 
mpire, the problem of legitimacy became 
gent; and this was strongly felt by Diocle- 
n, who tried to support the new structure 
-the Imperium of the God-Caesars ideo- 
gically with traditional and religious dis+ 
tions and the corresponding attribution: 
. different titles: Caesar, Augustus, 
Herculius, and Jovius (ie, related to Jupiter). 
- Yet it seems that there was a need for a 



















mation. In the next generation, monothe- 
sm in the form of Christianity (which, of 
he. vailable monotheisms, has spread most 
ely) offered itself to Constantine as the 
solution to the problem. From then on, the 
ruler ruled by the Grace of God—of the one 
and the only universal God, The complete 
success of this new ideology of legitimacy ex- 
lains both the ties and the tensions be- 
“tween the spiritual and the worldly powers 
which thus became mutual dependants, and 
erefore rivals, throughout the Middle 
ges. 
So, in the Middle Ages, the answer to 
e question "Who should rule?" 
e principle: God is the ruler, and He rules 
through His legitimate home represen- 
tatives. It was this principle of legitimacy 
which was first seriously challenged by the 
Reformation and then by the English revo- 
lution of 1648-49 which proclaimed the di- 
vine right of the people to rule. But in this 
revolution the divine right of the people was 
immediately used to establish the dictator- 
ship of Oliver Cromwell. _ 

After the dictator's death, there was a 
turn to the older form of legitimacy; and it 







mes II, by the legitimate monarch himself, 
ich led to the "Glorious Revolution” of 
88, and to the development of British de- 


ve. power of Parliament, which had 
gitimised William and Mary. The unique 


to the experience that Panon 
ogical and ideological quarrels; about 
ho should rule lead only to catastrophe. 
oyal legitimacy was no longer a reliable 

rinciple, nor was the rule of the people. In 
ractice, there was a monarchy of somewhat 
bious legitimacy created by the will of Par- 
ment, and a fairly steady increase of par- 
iamentary power. The British became dubi- 
ous about Ge dct and the 


trongest reasons for founding the idea of 


more authoritative, deeper religious legiti- - 


became 


s the violation of protestant legitimacy by 


mocracy through a gradual strengthening of 

thoroughly practical, 
| problem. And the modern so-called democ- 
haracter of this development was precisely — 


Glorious for some 


no longer seriously raised in Britain until _ 


our own days. 
Karl Marx, who was not a British politi- 


cian, was still dominated by the old Platonic 
"Who should. 
rule? The good or the bad—the workers or 


problem which he saw as: 


the capitalists?” And even those who re- 
jected the state altogether, in the name of 
freedom, could not free themselves from the 
fetters of a misconceived old problem; for 
they called themselves anarchists—that is, 
opponents of all forms of rule. 
sympathise with their unsuccessful attempt 
to get away from the old problem “Who 
should rule?" 


A more realistic theory 
In “The Open Society and its Bome l 


suggested that an entirely new problem 


should be recognised as the fundamental 


problem of a rational political theory. The- 


new probl em, as distinct from the old "Who 
should rule?", can be formulated as follows: 
how is the State to be constituted so that bad 


rulers can be got rid of without RICE 2 


without violence? - 
This, in contrast to the old question, is a 
almost technical, 


racies are all'good examples of practical solu- 
tions to this problem, even though they 
were not consciously designed with this 
problem in mind. For they all adopt what is 
the simplest solution to the new problem— 


that is, the principle that the government _ 


can be ‘dismissed by a majority vote. 
“In theory, however, these modern de- 
mocracies are still based on the old problem, 
and on the completely impractical ideology 
that it is the people, the whole adult popula- 
tion, who are, or should by rights be, the 


One can. 


"o Fx 


real and ultimate and the only legitimate rul- 
ers. But, of course, nowhere do the people 


actually rule. It is governments that rule 


(and, unfortunately, also bureaucrats, our 
civil- servants—or out uncivil masters, as 
Winston Churchill called them—whom it is 
difficult, if not impossible, to make account- 
able for their actions). — 
What are the consequences of this sim- 
ple and practical theory of government? My 
way of putting the problem and my simple 
solution do not, of course, clash with the 
practice of western democracies, such as the 
unwritten constitution of Britain, and the 
many written constitutions which took the 
British Parliament more or less as. their 
model. It is this practice (and not their theo- 


ries) which my theory-—-my problem and its: 
solution—tries to describe. And, for tl 


reason, Í think that I may call it a theory oi 
“democracy”, even though it is emphatically 
not a theory of the “rule of the people", but 
rather the rule of law that postulates the 
bloodless dismissal of the government by a 
majority vote. 

My theory easily avoids the paradoxes 
and difficulties of the. old theory—for in- 
stance, such problems as "What has to be 


done. if ever the people vote tó establish a 


dictatorship?” Of course, this is not likely to 


.. happen if the vote is free. But it has hap- 
“pened. And what if it does happen? Most 


constitutions in » fact require far more than a 





E ae a mente or even a hrec qi 
ters € ‘qualified’ ) majority for. a vote against 






| _ shows that 
they provide: "or such a change: and at the 
same time they donot conform to the prin- 
ciple that the ( 'unqualified") | majority will is 


oe ^ 
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the ultimate source of power—that the peo- 
ple, through a majority vote, are entitled to 
rule. 

All these theoretical difficulties are 
avoided if one abandons the question “Who 
should rule?” and replaces it by the new and 
practical problem: how can we best avoid 
situations in which a bad ruler causes too 

wuch harm? When we say that the best solu- 
tion known to us is a constitution that al- 
lows a majority vote to dismiss the govern- 
ment, then we do not say the majority vote 
will always be right. We do not even say that 
it will usually be right. We say only that this 
very imperfect procedure is the best so far 
invented. Winston Churchill once said, jok- 
ingly, that democracy is the worst form of 
government—with the exception of 
al other known forms of 
government. 

And this is the point: anybody 
who has ever lived under another 
form of government—that is, under a 
dictatorship which cannot be re 
moved without  bloodshed—will 
know that a democracy, imperfect 
though it is, is worth fighting for and, 
I believe, worth dying for. This, how- 
ever, is only my personal conviction. | 
should regard it as wrong to try to 
persuade others of it. 

We could base our whole theory 
on this, that there are only two alter- 
natives known to us: either a dictator- 
ship or some form of democracy. And 
we do not base our choice on the 
goodness of democracy, which may 
be doubtful, but solely on the evilness 
of a dictatorship, which is certain. 
Not only because the dictator is 
bound to make bad use of his power, 
but because a dictator, even if he were 
benevolent, would rob all others of 
their responsibility, and thus of their 
human rights and duties. This is a suf- 
ficient basis for deciding in favour of 
democracy—that is, a rule of law that 
enables us to get rid of the govern- 
ment. No majority, however large, ought to 


be qualified to abandon this rule of law. 


Proportional representation 


Such are the theoretical differences between 
the old and the new theories. As an example 
of the practical difference between the theo- 
ries, | propose to examine the issue of pro- 
portional representation. 

The old theory and the belief that the 
rule of the people, by the people, and for the 
people constitutes a natural right, or a di- 
vine right, form the background of the usual 
argument in favour of proportional repre- 
sentation. For if people rule through their 
representatives, and by majority votes, then 
it is essential that the numerical distribution 
of opinion among the representatives mir- 
rors as closely as possible that which prevails 
among those who are the real source of le- 
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gitimate power: the people themselves. Ev- 
erything else will be not only grossly unfair 
but against all the principles of justice. 

This argument collapses if the old the- 
ory is given up, so that we can look, more 
dispassionately, and perhaps without much 
prejudice, at the inescapable (and possibly 
unintended) practical consequences of pro- 
portional representation. And these are 
devastating. 

First of all, proportional representation 
confers, even if only indirectly, a constitu- 
tional status on political parties which they 
would otherwise not attain. For | can no 
longer choose a person whom I trust to rep- 
resent me: I can choose only a party. And 
the people who may represent the party are 





Marx asked the same question as Plato 


‘chosen only by the party. And while people 


and their opinions always deserve the great- 
est respect, the opinions adopted by parties 
(which are typically instruments of personal 
advancement and of power, with all the 
chances for intrigue which this implies) are 
not to be identified with ordinary human 
opinions: they are ideologies. 

In a constitution that does not provide 
for proportional representation, parties 
need not be mentioned at all. They need not 
be given official status. The electorate of 
each constituency sends its.personal repre- 
sentative to the chamber. Whether he 
stands alone, or whether he combines with 
some others to form a party, is left to him. It 
is an affair he may have to explain and de- 
fend to his electorate. 

His duty is to represent the interests of 
all those people whom he represents to the 
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best of his ability. These interests will in al- 
most all cases be identical with those of all 
the citizens of the country, of the nation 
These are the interests he must pursue tà. 
the best of his knowledge. He is personally” 
responsible to persons. 

This is the only duty and the only” 
responsibility of the representative that 
must be recognised by the constitution. If he 
considers that he has also a duty to a politi- 
cal party, then this must be due solely to th t 
fact that he believes that through his cons 
nection with that party he can do his pri- 
mary duty better than without the part 
Consequently it is his duty to leave the party 
whenever he realises that he can do his p ri- 
mary duty better without that party, or per- 
haps with a different party. p 

All this is done away with if th 
constitution of the state incorpora 
proportional representation. For i i 
der proportional representation the 
candidate seeks election solely as the 
representative of a party, eaii- 
the wording of the constitution ma 
be. If he is elected, he is "e 
mainly, if not solely, because he Se 
longs to, and represents, a certain 
party. Thus, his main loyalty must be - 
to his party, and to the party's ideol- 
ogy; not to people (except, perhaps, — 
the leaders of the party). 

It can therefore never be his duty - 
to vote against his party. On the con- — 
trary, he is morally bound to the party — 
as whose representative he was voted. 
into parliament. And in the event. 
that he can no longer square this with } 
his conscience, it would, in my opine - 
ion, be his moral duty to resign not 
only from his party but from parlia- 
ment, even though the country' scone 
stitution may place no such oblig 
tion upon him. 

In fact, the system under whic ch 
he was elected robs him of personal 
responsibility; it makes of him a vor 
ing machine rather than a thinking — 
and feeling person. In my view, this is byit — 
self a sufhcient argument against propor- 
tional representation. For what we need in — 
politics are individuals who can judge on 
their own and who are prepared to carry - 
personal responsibility. » 

Such individuals are difficult to find un- 
der any party system, even without propor - 
tional representation—and it must be ad- 
mitted that we have not yet found a way of 
doing without parties. But if we haveto have 
parties, we had better not, by our constitu- 
tion, add deliberately to the enslavement of — 
our representatives to the party machine 
and to the party ideology by introducing 
proportional representation. 

The immediate consequence of propor- 
tional representation is that it will tend to 
increase the number of parties. This, at first 
glance, may seem desirable: more parties 
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means more choice, more opportunities, less 
‘rigidity, more criticism. It also means a 
“greater distribution of influence and of 
power. 

- However, this first impression is totally 
mistaken. The existence of many parties 
means, essentially, that a coalition govern- 
nent becomes inevitable. It means difficul- 
ties in the formation of any new govern- 
“ment, and in keeping a government 
~ together for any length of time. 


. Minority rule 


- While proportional representation is based 
on the idea that the influence of a party 
- should be proportional to its voting power, 
- a coalition government means, more often 
— than not, that small parties can exercise a 
di proportionately great—and often deci- 
sive—influence, both on the formation of a 
x ment and on its resignation, and so 
‘on all its decisions. Most important of all, it 
means the decay of responsibility. For in a 
coalition government there is reduced 
responsibility for all the partners in the 
coalition. 
— Proportional representation—and the 
“greater number of parties as a result 
—thereof—may therefore have a detrimental 
- effect on the decisive issue of how to get rid 
_of a government by voting it out of office, 
for instance in a parliamentary election. The 
voters are led to expect that perhaps none of 
the parties will obtain an absolute majority. 
With this expectation in their minds, the 
people hardly vote against any of the parties. 
Asa result, on election day none of the par- 
ties is dismissed, none is convicted. Accord- 
— ingly, nobody looks on election day as a Day 
of Judgment; as a day when a responsible 
„government stands to account for its 
deeds and omissions, for its successes 
and failures, and a responsible oppo- 
sition criticises this record and ex- 
‘plains what steps the government 
- ought to have taken, and why. 
- . Theloss of 5% or 10% of votes by 
one or other of the parties is not seen 
by the voters as a verdict of "guilty". 
They look at it, rather, asa temporary 
fluctuation in popularity. In time, the 
people become used to the idea that 
- none of the political parties or their 
leaders can really be made account- 
able for their decisions which may 
have been forced on them by the ne- 
. cessity to form a coalition. 
-. From the point of view of the new 
“theo , election day ought to be a Day 
- of Judgment. As Pericles of Athens 
- said in about 430 Bc, "although only 
~ afew may originate a policy, we are all 
- able to judge it." Of course, we may 
- misjudge it; in fact, we often do. But if 
— we have lived through a party's pe- 
EE | 3. 4 . 
— riod of power and have felt its reper- 
= cussions, we have at least some quali- 
fications for judgment. 
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This presupposes that the party in 
power and its leaders were fully responsible 
for what they were doing. This, in turn, pre- 
supposes a majority government. But with 
proportional representation, even in the 
case of a single party governing with an ab- 
solute majority and thrown out by a major- 
ity of disenchanted citizens, the government 
may not be turned out of office. It would 
rather look for the smallest party strong 
enough to go on ruling with its help. 

Hence the censured leader of the larger 
party would still continue to lead the gov- 
ernment—in direct opposition to the major- 
ity vote and on the basis of help received 
from one of the small parties whose policies, 
in theory, may be far removed from "repre- 
senting the will of the people". Of course, 
the small party may not be strongly repre- 
sented in the new government. But its 
power will be very great since it may topple 
the government at any time. All this grossly 
violates the idea that lies at the root of pro- 
portional representation: the idea that the 
influence exercised by any party must corre- 
spond to the number of votes it can muster. 


The two-party system 

[n order to make a majority government 
probable, we need something approaching a 
two-party system, as in Britain and in the 
United States. Since the existence of the 
practice of proportional representation 
makes such a possibility hard to attain, | sug- 
gest that, in the interest of parliamentary 
responsibility, we should resist the perhaps- 
tempting idea that democracy demands pro- 
portional representation. Instead, we should 
strive for a two-party system, or at least for 
an approximation to it, for such a system en- 


For Churchill, democracy was least bad 
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courages a continual process of self-criticism 

by the two parties. 

Such a view will, however, provoke fre- 
quently voiced objections to the two-party 
system that merit examination: “A two- 
party system represses the formation of 
other parties." This is correct. But consider- 
able changes are apparent within the two 
major parties in Britain as well as in 
United States. So the repression need not 
be a denial of flexibility. 

The point is that in a two-party system 
the defeated party is liable to take an elec- 
toral defeat seriously. So it may look for an 
internal reform of its aims, which is an ideo- 
logical reform. If the party is defeated twice 
in succession, or even three times, the 
search for new ideas may become frantic, 
which obviously is a healthy development. 
This is likely to happen, even if the loss of 
votes was not very great. 

Under a system with many parties, and 
with coalitions, this is not likely to happen. 
Especially when the loss of votes is small, 
both the party bosses and the electorate are 
inclined to take the change quietly. They re- 
gard it as part of the game—since none of 
the parties had clear responsibilities. A de- 
mocracy needs parties that are more sensi- 
tive than that and, if possible, constantly on 
the alert. Only in this way can they be in- 
duced to be self-critical. As things stand, an 
inclination to self-criticism after an electoral 
defeat is far more pronounced in countries 
with a two-party system than in those where 
there are several parties. In practice, then, a 
two-party system is likely to be more flexible 
than a multi-party system, contrary to first 
impressions. 

It is said: “Proportional representation 
gives a new party a chance to rise. 
Without it, the chance is much di- 
minished. And the mere existence of 
a third party may greatly improve the 
performance of the two big parties.” 
This may well be the case. But what ii 
five or six such new parties emerge! 
As we have seen, even one small party 
may wield quite disproportionate 
power if it is in the position to decide 
which of the two big parties it will join 
to form a coalition government. 

It is also said: "A two-party sys 
tem-is incompatible with the idea of 
an open society—with the openness 
for new ideas, and with the idea of 
pluralism.” Reply: both Britain and 
the United States are very open to 
new ideas. Complete openness 
would, of course, be self-defeating, as 
would be complete freedom. Also cul- 
tural openness and political openness 
are two different things. And more 
important even than opening wider 
and wider the political debate may be 
a proper attitude towards the political 
Day of Judgment. 
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: When the Union Hank of Switzerland : 
decided to evaluate their future requirements 
in London, they did it with the thoroughness 
and professionalism you would expect. MM 
They knew they would need a very large 
system. They also had to be confident that it 
would be capable of meeting the unknown 
demands of the future. E 
The complex system integration that might 





be 'state of the art' today could be obsolete in’ 


a year or two. 

Not only that, the telephony, the net- 
working, the cabling and method of installation 
"would all have to be equally capable of adapting 
to the needs of the 19905. | 

A final figure of £17 million would make 
it the largest dealing room contract ever 
signed by any financial institution anywhere 
in the world. 

The decision as to who won it was not one 
to be taken lightly. 

It was open to all contractors, not just to 
tender for their specialist area, but to propose 
how all areas could be integrated. 






DATA LOGIC FINANCIE AL 


a The ingenuity to keep you shead 


short-list stages. 





Unlike. some companies, this Was 
the kind of challenge Data Logic thrives on. 


We were able to demonstrate ouradvanced |. 


and comprehensive - overall. did 


managemen system. 





Every proposal for every —! of the ERR 


contracts was evaluated by the bank in minute | 
detail, at pre-tender, fiostitenaets ‘and final | 








- Nothing escaped the aeaio of the UBS 








f selection boards. Not least the speed of our > 
response, which to UBS. was a vital factor in | 
Pd awarding the l 


contracts for work | of such - 





importance.- 
In. the event, we were adjudged to be the 


| overall winner by à significant margin. 


i al solution: will leave the Union 
Bank of S Switzerland. not merely with the most 
efficient, ‘state of the art’ dealing room in the 
world, but also the most future-proof. | 

E situation on which you can hardly blame 








us for capita isin 





To start. Aa calla us in London on «| 
01 600 0280, or in New York on 212 483 0156. 
























from the Afgha 





to the Kampu che TI 


OR once, convóys of communist troops | 
in two very different parts of Asia may 


soon be rumbling in the right direction — 
home. lt did not take Mr 


the world was being blocked by commu- 


nism's two Asian wars: the eight-year-old ` 


Soviet occupation of Afghanistan, and Viet- 
nam’s nine-year-old Soviet-backed occupa- 


tion of Kampuchea. On May 15th Russia's . b 
115,000 troops in Afghanistan are due to 


ran heading back to barracks in the Soviet 


Minion. Can Mr Gorbachev persuade Viet- 
am that its 140,000 men in Kampuchea | 


snould also be marching home? 
_ A lot is riding on a Kampuchean deal. 
Topher with some other seemingly insol- 


se . uble conflicts—the Gulf war, the Arab-Is- 
~ rael quarrel- / 
>o Kampuchea will be on the agenda when 


and Central America— 
President Reagan meets Mr Gorbachev in 
. Moscow next month. To prepare for the 
summit, the Soviet deputy foreign minister 
who handles matters Asian, Mr Igor 
“ Rogachev, will discuss Kampuchea with his 
American counterpart, Mr Gaston Sigur, in 
Paris later this month. 


Mr Rogachev has just completed a five- 
week tour of South-East Asia. He called not 


only on his comrades from Vietnam, Kam- 
puchea and Laos, but also on five of the six 
members of the Association of South-East 
Asian Nations, the capitalist group whose 
.. meagre trade with Russia Mr Gorbachev is 
^^ eager to increase. Mr Rogachev's ears are no 
doubt still ringing with advice from all five 
that, if Russia wants better relations with 
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Mik hall - 
Gorbachev long to realise that his new pob- 
icy of trying to win Russia more friends in 


Beijing l Re year. « narra: R 1 
nissiles in Asia in the deal he made des E 
. America to scrap. medium-range missiles in - 
Europe. Over the past five years Russia and ~ 
China have quietly thinned out their troops - 


A. ASEAN, Vietnam will first have to do the de- 
cent thing in Kampuchea. 


: rifle-point. Théte the similarities end 
ever hard the decision to cut its hogs se 





Vietnamese are not persuaded. T! eir rp 
have reported the Afghan agreem 

have so far failed to mention m 
point, the withdrawal of Soviet troops. 
Both wars are remnants oft 











The bigger prize for Russia in talking. .gh 





the Vietnamese out of Kampuchea would be — 


a; real improvement in its relations with 
rina. ce the two great communist 





| powe got | back. ' n speaking terms in 1982, . 
nina has held: ussia at Soi dar: x hee in 








along the frontier they share. Kampuchea is 
the obstacle that is left. — 

China's 83-year-old leader, Mr Deng 
Xiaoping, has said he will meet Mr 
Gorbachev for a summit anywhere—once 
Russia gets the Vietnamese to ‘pull out. Chi- 
na’s party boss, Mr Zhao Ziyang, repeated 
the offer earlier this month. The Vietnam- 
ese say they will leave Kampuchea by 1990. 
Mr Gorbachev has said he is confident the 
promise will be kept. Nobody else is, 

The diplomatic heat is being turned up. 
While Mr Rogachev was in Malaysia, the 
Russians pointedly announced that they 
and the Malaysians had come to the same 
conclusion: the Afghan settlement had "set 
a good example" for sorting out other con- 
flicts, amperga in the first place”. The 


" p addy-fields back hone in^ 


| Cert n we be € role | 


. he has been blending his pressi 





































> Russians puli too © hare i 


cially the naval base at Cam 


nam with new promises of ecón 
here is another compli 
ghanistan Mr Gorbachev was at 
through a withdrawal agreeme 
waiting for a political settlement bers 
Afghans and their resistance ener 
Kampuchea the Heng Samrin g 
faces a coalition of opponents led by 
Norodom Sihanouk. The prince is s 
man to reckon with in Kampuchea. He 
military power behind him, in the 
the Khmer Rouge guerrillas Gf he d 
lose his connection with them He lx 
formal talks last year with the Kamp 
prime minister, Mr Hun Sen. Since 











LMOST before the ink was dry, the 
signatories to the Afghan peace 
treaty were quarrelling about what it 
meant. But no one disagrees that the mil- 
lions of Afghans who have fled the coun- 
try should be encouraged to go home. In 
the end the agreement will be judged not 
only by what happens to the arms sup- 
plies, or even by who runs the country, 
but by how many refugees it brings back. 
This is a daunting test. The war has up- 
rooted nearly two-thirds of Afghanistan's 
population, 152m in 1979. About 3'2m 
people have fled to Pakistan (3.2m refu- 
gees registered by the office of the United 
Nations High Commissioner for Refu- 
gees—UNHCR—plus perhaps 200,000- 
300,000 unregistered ones); 22m more 
have gone to lran, according to the Irani- 
ans. Perhaps 3m people inside Afghani- 
stan have moved to the cities or the 
mountains to escape the fighting. 
So about 9m people need to be reset- 
tled. Thousands of men are said to have 


~~ 


Home away from home in Iran 





est meeting in January, progress has been 
blocked by Vietnam's refusal to join in. 

The Russians may be twisting arms to 
move things along. In an interview on April 
Lith at Jakarta airport, Mr Rogachev re- 
stated Soviet support for Indonesia’s idea of 
a “cocktail party”, a set of informal talks 
among the opposing groups in Kampuchea; 
Vietnam would watch from the sidelines. 
This week Romania’s President Ceausescu 
was in Hanoi for his first visit since Vietnam 
marched into Kampuchea. Romania, like 
China, backs Prince Sihanouk’s coalition 
against the Heng Samrin government, and 
may now be playing go-between. 


30 








When the Afghans go home 


gone back already, but they may have re- 
turned to fight. As for the rest of the refu- 
gees, the accepted wisdom is that few will 
go back while the communists hold power 
in Kabul, if only because that means there 
will be more fighting. But if, as the Afghan 
communist party chief, Mr Najibullah, 
once admitted, the guerrillas control 80% 


of the country, refugees may start return- . 


‘ing to those parts of Afghanistan. 

How are postwar Afghans to be fed 
and housed? The country was once self- 
sufficient in food, but to deny the guerril- 
las supportthe Russians and their allies in 
Kabul depopulated much of the country- 
side. They bombed villages, irrigation ca- 
nals and food stores. Food will probably 
have to be doled out to returning families 
for the first year, and they will have to be 
provided with new farming implements 
(the ground may have become too hard to 
be worked by the old wooden ploughs), 
draft animals and basic health services. 
For their homes they will need roofing 
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No doubt feeling the pressure, Vietnam 
reportedly collared Mr Rajiv Gandhi on 
April 16th, when the Indian prime minister 
stopped over in Hanoi on his way home 
from a visit to Japan. The Vietnamese asked 
him to call talks on Kampuchea in Delhi. 
That would be one in the eye for China, 
which sees India as a rival. Bur Radio Mos- 
cow, at least, was sounding confident on 
April 18th.that talks between Prince Siha- 
nouk and the Kampuchean government 
would soon restart somewhere. 

And if they succeed? A Kampuchean 
deal would have to bring a representative 
government to power in Phnom Penh if it 





material (they can probably manage the — 
walls themselves). Some 3m Afghans now 
depend for their food on the Russians, 
who say they provide economic aid to Af- | 
ghanistan worth $220m a year. Their Af- | 
ghan dependents will have to be looked | 
after for a while after the Russians leave. 

How much it will cost to help the Af- 
ghans return and survive is anyone's 
guess. One figure tossed around in aid cir- | 
cles is a total of $500m over five years. The | 
UNHCR has started by trying to work out 
what a theoretical group. of 250,000 re- | 
turning Afghans would need. The com- 
missioner, Mr Jean-Pierre Hocke, does 
not think that money will be a problem. 
But the only prompt offer was £10m 
($19m) from Britain. 

The United Nations secretary-general 
may. soon appoint an official to co-ordi- 
nate aid-giving. The UNHCR will deal with 
repatriation, but longer-term help should 
come from the UN Development: Pro- 
gramme and the World Food Programme. 
The trickiest bit will be deciding who will 
distribute aid inside Afghanistan (look at 
Ethiopia's mess). The UNHCR works 
through central governments where possi- 
ble, unless they divert the aid to their own 
uses. Would the present Afghan govern- 
ment qualify? Nobody but Mr Najibullah 
would like that. The Pakistan-based resis- 
tance alliance is an obvious channel —but 
some of its military commanders in the 
field are likely to have a better knowledge 
of what is needed. 

It would help if western countries 
could persuade their own Afghan exiles to 
go home. Many of them are educated peo- 
ple. Involving them in aid administration 
might be a good way of getting them back. 
Fundamentalists in the resistance would 
object: aid makes valuable patronage at.a 
time when Afghan politics will be at its 
most fluid, and the fundamentalists would 
not want it in the hands of western- | 
minded people. The difficulties facing the 
country ought to persuade Afghans to | 
sink most of their differences. But reason- 
ableness is not an Afghan virtue. 





was to satisfy the West. It could also be a 
relief in another way. Vietnam's invasion of 
Kampuchea, like Russia's of Afghanistan, 
left the West little choice but to back the 
guerrillas resisting it. In Kampuchea these 
are chiefly the Khmers Rouges, who com- 
mitted mass murder among their country- 
men in the 1970s after defeating the Ameri- 
can-supported government. Reports from 
refugee camps in Thailand suggest that the 
Khmers Rouges are stocking up for another 
civil war once the Vietnamese leave. 

It is China, though, that would face the 
biggest challenge. If Mr Gorbachev can pull 
off a Kampuchean deal, China will have to 
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ATTITUDE AND TECHNICAL EXCELLENCE 
- EQUALLY wali ii IN ACHIEVING RESULTS - 









Kick Orr: That it gave its 1 name to the many sports that declare themselves 
‘football’ is indicative of two things. 

Firstly, that football. (or soccer as we must now specify) is an original sport 
(referred to in Chinese history as early as 206 BC). And secondly, that all 
forms of football consider 











heir own pre-eminent. 
THE Wortp's NUMBER One: “Today, soccer is the world’s most 
popular football code. It i is a game ‘of fluid movements and varied patterns. 
——— Although individual attacking raids 
MER or and the flair of the gifted performer are 







spectacular, it is fair to say that football 





_is essentially a team game. 





Fig. 2: Options for Success. ] : THE TEAM: To score goals, the 






ultimate aim of the game of soccer, accurate passing of the ball amongst te am 





members is paramount. Because of this interdependence, a spirit of camar aderie is 
essential to the competitive team. — | " 







Attitude is as important as technical I in achieving 
results. By practising a great deal together and learning team skills, the 
team can develop that most rare commodity: confidence in each other. 








For, as in all team endeavour, confidence and competence are two 









sides of one coin. 





fig 3-Play hy PE "add TS 
The 'team' philosophy has been integral i in the ascension of Westpac as 
Australia’s world bank. | 
To talk trade and project finance, foreign exchange and interest rate risk 
management, capital and money markets, contact Australia's largest and most 
experienced banking and finance group. 




















Fig. 4: Specialist to the fore. 


Bahrain, Beijing, Chicago, Columbus, eer ee Honiara, Hong Kong, Houston, Jakarta, Jersey, 
Kuala Lumpur, London, Los Angeles, New York, Port Moresby, San Francisco, Seoul, Singapore, Suva, Sydney, 
. Taipei, Tarawa Bairiki, Tokyo, Vila, Wellington. 
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live up to its side of the bargain. A formal re- 
establishment of party-to-party ties is what 
Russia wants, and what it will get if Mr Deng 
and Mr Gorbachev meet at last. But China 
is unsure how far and how fast it wants rela- 
tions with Russia to improve. 
Trade and cultural exchanges have been 
Jourishing for several years. Government 
officials meet regularly, and progress is re- 
ported on the border disputes that have be- 
devilled Chinese-Russian relations for years. 
China rather likes things as they are. That 
means it will not be pushing its friends too 
hard to make a Kampuchean deal. It will be 
up to Mr Gorbachev to keep pulling. 





Singapore 


Who's confessing 
now? 


INGAPORE is a worrying friend. On 

April 19th eight alleged Marxists who 
had been arrested last year and then re- 
leased were rearrested. Their offence this 
time? They publicly complained that they 
had been ill-treated while in custody. As be- 
fore, they are being held under the Internal 
Security Act. This law is uncomfortably 
comprehensive, allowing for the detention 
of anyone who “has acted or is about to act 
or is likely to act in any manner prejudicial 
to the security of Singapore or any part 
thereof ". Such a provision may have some 
justification in a democracy if it is used in 
the most exceptional circumstances. It is 
hard to see what warrants its use in this case. 

Originally there were 22 alleged Marx- 
ists. In May and June last year they were 
jailed without trial. To outsiders the 22, who 







No need for dissent, says Lee 
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included ten Roman Catholic church work- 
ers, seemed a harmless bunch who had said 
unflattering things about multinational 
companies in Singapore and had tried to 
organise some student protests. The govern- 
ment took them more seriously. 

The detainees confessed to being part of 
a Marxist plot. Some confessions were tele- 
vised. None of the detainees was tried, so 
the evidence was untested. All bur one of 
them were eventually set free, on condition 
that they did nothing prejudicial to the secu- 
rity of Singapore. On April 18th nine of the 
detainees signed a statement saying that 
their confessions had been obtained under 
duress. The statement alleged they had been 
deprived of sleep and rest for up to 70 hours, 
and had been hit during interrogation. In 
the statement they denied being Marxists or 
plotters. The following day the signatories 
were arrested (except for one who was away 
in Britain), along with their lawyer. 

The previous week the prime minister, 
Mr Lee Kuan Yew, had been in the United 
States. In a speech to newspaper editors he 
did some confessing of his own: that his con- 
cept of freedom of speech is far from the 
western ideal. He said, “The American con- 
cept of the marketplace of ideas, instead of 


producing harmonious enlightenment, has, : 


from time to time, led to riots and blood- 
shed." Mr Lee is at least candid. To tell the 
world's least-gagged press that freedom of 
speech is a dangerous idea takes nerve 
(though some American columnists loved 
it). Candour does not make the thought any 
more acceptable. Amnesty International has 
made the appropriate fuss in favour of the 
detainees, and has been supported by some 
American human-rights groups. 

This is the latest sign of a tightening of 
the screws in Singapore. Over the past year 
or so the government has restricted the cir- 
culation of several foreign publications that 
have criticised it. Within Singapore, 
though, the government gets little criticism. 
Most Singaporeans agree with Mr Lee—or 
do not feel at liberty to disagree—that a 
strong-minded government is necessary for 
prosperity. And prosperity is going to be the 
big issue in the general election the prime 
minister may call this year. 


"Tamil Nadu ' 


(3et a move on, 
soldier 


FROM OUR INDIA CORRESPONDENT 


IME is not on the side of India's soldiers 
in Sri Lanka. As they hunt the island's 
Tamil rebels, discontent is growing among 
the 55m Tamils who live in the southern- 
most state of India itself, Tamil Nadu. This 
is not just another of India's frequent little 





MGR beams at his frustrated widow 





local. difficulties. The Indian government 
would not happily have gone ahead with its | 
Sri Lankan intervention last year without | 
the strong bäcking it then got from Tamil 
Nadu. That support is weakening. 

The reaction in the state has taken the 
form of a campaign to “save Velupillai 7 
Prabhakaran”, the leader of the Liberation | 
Tigers of Tamil Eelam, whom India’s sok — 
diers in Sri Lanka are trying to kill or cap- 
ture. Its real catise, however, is the power 
struggle that has been going on in Tamil 
Nadu since the death in January of the 
state's chief minister, M.G. Ramachandran, | 
who first made his name as a film star. | 

MGR, as everyone knew him, had backed l 
Mr Rajiv Gandhi's policy on Sri Lanka to ` 
the hilt. He urged Sri Lanka's militant Tamil 
groups to accept the peace agreement signed 
on July 29th last year, under which the is 
land's Tamils were supposed to drop their 
demand for independence in return for re 
gional autonomy under a federal constitu- — 9 
tion. When Ramachandran died, his party 
split. While 97 of its 131 members in the 
state legislature rallied behind his widow, 
Mrs Janaki Ramachandran, the other 34 
supported his mistress, another film star 
called Jayalalitha, who had been the party's $ 
chief crowd-puller. 11 

The Janaki Ramachandran faction | 
could not muster a majority in the legisla- 
ture. The Congress party, which, although 
dominant in India's central parliament, has 
long been in opposition in Tamil Nadu, be- 
gan to press the Janaki faction to give it a 
share in the state government as the price ~ 
for its support. When this was rejected, Mr $ 
Gandhi dissolved the Tamil Nadu legisla- | 
ture as a prelude to a stare election. 

The prime ministers advisers had 
hoped that the quarrel within the state's rul- l 
ing party would make voters swing to Con- d 
gress. The opposite seems to be happening. 

The central government's high-handed ac- 
tion in “dissolving the legislature has in- 
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- leader opposed the Sri Lanka accord. 

- The fuse of Tamil feeling has been reig- 
nited. The most disturbing development is 
- the emergence of the Tamil Arasam, a vio- 

lent movement demanding independence 
- for Tamils—not in Sri Lanka, but in Tamil 
- Nadu. The Tamil Arasam has links with the 
Tamil Tigers. It has blown up television 
- towers and tried to blow up a statue in Ma- 
dras of Jawaharlal Nehru, which Rajiv, his 
- grandson, had unveiled in January. lt is a 
tiny group, but it is disturbing at a time 
when the central government already has its 
hands full trying to bring Sikh terrorism in 
— Punjab under control. 












































HE one statistic that even highly nu- 

merate Hongkong cannot supply is 
how many people are leaving because 
they do not want to be ruled by China 
after 1997. People come and go, as 
though they are at an open-ended party, 
which in some ways Hongkong is. 


their movements. This has enabled the 
Hongkong and British governments to 
contest reports about emigration by cast- 
ing doubts on their reliability. 

There should be less official compla- 
cency after the survey, apparently the 
first of its kind, published on April 15th 
by Hongkong's Institute of Personnel 

- Management, a private body. After sam- 
pling 39 top firms, it reckoned that 396 of 
the colony's middle-management work- 
ers emigrated in 1987. Most of them 
were in their 30s, and more than three- 
quarters had a college education. They 
are the high-fliers on whom Hongkong's 
prosperity depends. Speakers at a semi- 
nar run by the institute said they be- 
lieved the emigrants were worried about 
Hongkong's future. | 

The figure of 396 may not seem big, 
but it was more than 21/2 times the figure 
in 1986, and it could go up. True, some 
people leaving Hongkong may return 
once they have secured a bolthole in 
Canada, Australia, the United States or 
elsewhere. But Hongkong’s businessmen 
do not see much sign that large numbers 
are coming back. Skilled people are get- 
ting hard to recruit, whatever the pay of- 
fered. Hongkong banks are getting so 
short of staff that employees are now be- 
ing given bonuses for recruiting relatives 
and friends. 

The institute’s findings are in line 
with earlier, less precise, warnings about 
the brain drain. Previously, the most 
convincing evidence for a rise in emigra- 
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High-fliers flying off 


Mostly, they prefer not to account for , 
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Lanka, these developments hold out the 
possibility of a reprieve. The Indians are 
stepping up the pressure on the Tigers. Be- 
tween April 7th and 15th they killed 55 
guerrillas. In a single action on April 10th 
they captured 377 suspected militants, of 
whom 25 turned out to be Tigers. The Ti- 
gers’ arms supplies are running low. Around 
April 10th three of their leaders contacted 
the Indian command to seek surrender 
terms. The Indian government's aim is to 
complete its task in Sri Lanka quickly, and 
withdraw. The troubles in Tamil Nadu must 
have raised Mr Prabhakaran's hopes of 
holding on. 


tion had been a big increase in the appli- 
cations made to Hongkong's police for a 
"certificate of no criminal conviction", a 
bit of paper that 45 countries require 
from anyone applying for an immigra- 
tion visa. 

The Chinese, if not the British, give 
the impression that they are at last get- 
ting alarmed about all this. Mr Xu Jiatun, 
who speaks for China in Hongkong, has 
taken to praising capitalism in an ex- 
travagant way. Hongkongers are far from 
reassured. Many of them simply do not 
believe China will keep its promise to let 
Hongkong enjoy its economic and socia 
freedoms for at least 50 years after 1997. 
Britain, they think, is concerned only to 
suppress dissent during its remaining 
years of control. At least nobody can end 
the freedom to leave. Not yet, anyway. 
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Now let's see, jobs 


Taiwan 


One way to solve 
the problem 


FROM OUR CHINA CORRESPONDENT 


HE island of Taiwan has a built-in iden- 

tity crisis. It acts like an independent 
country of nearly 20m people, with its own 
politics, economy and armed forces. Yet its 
ruling party, the Kuomintang, says Taiwan 
is simply a province of China. Expelled from 
the mainland by Mao Zedong 39 years ago, 
the Kuomintang maintains that the main- 
land will eventually throw off the commu- 
nist yoke and that China and Taiwan will be 
reunited on Taiwan's terms. To suggest oth- 
erwise, by advocating Taiwan’s indepen- 
dence, is forbidden by the constitution. 

On April 17th the Democratic Progres- 
sive party, the main opposition party, ca 
perilously close to doing just that. A pa.., 
convention in the southern town of Kao- 
hsiung considered a proposal that would 
have allowed Taiwanese to advocate inde- 
pendence. Caution prevailed in the end. A 
resolution supporting the right of Taiwan's 
people "to decide their own future" said: 
“Independence for Taiwan is one of the 
ways of solving the Taiwan problem.” 

That depends on how you define the 
problem. The mainland, which also believes 
Taiwan is part of China, says three things 
would provoke it to use force against the lost 
province: if Taiwan develops nuclear weap- 
ons, allies itself with Russia—or declares in- 
dependence. Hotheads in the Democratic 
Progressive party (of whom there are many) 
dismiss the threat and say independence re- 
flects both reality and the wishes of Taiwan's 
people, 8596 of whom are Taiwanese-born 
and so, unlike the Kuomintang old guard, 
have no fond memories of the mainla 
Wiser heads, led by the party's chairm 
Mr Yao Chia-wen, say there is no purpose in 
pushing the independence issue too hard. 
Why antagonise the government to the 
point where it might reverse the democratic 
reforms of the past year? 

Good question. The opposition party, 
which has about 10,000 members and gets 
around a quarter of the votes in Taiwan's 
elections, is only two years old. Though still 
technically illegal, it already baits the 
Kuomintang at every opportunity. lt holds 
provocative street demonstrations, and in- 
side the Legislative Yuan, or parliament, en- 
thusiastically scuffles with creaky Kuomin- 
tang octogenarians. 

The party's difficulty as an opposition- 
in-waiting is that the Kuomintang is becom- 
ing less a symbol of mainland colonialism 
and more a party that represents native- 
born Taiwanese. [ts younger members, at 
least, are coming up with more reformist 
ideas than the opposition is. President Lee 
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Kuomintang politicians are being persuaded 
to retire, and at the ruling party's congress 
in July there will be more representatives 
than in the past for Taiwan (over two-thirds 
of the 1,209 delegates) and fewer for the 
mainland and for overseas Chinese. 

Both the Kuomintang and the main- 
land's communists are being cannily practi- 
cal in their dealings with one another. Peo- 
ple who live in Taiwan càn now visit 


FROM OUR TOKYO CORRESPONDENT 


| JAPAN'S school year opens with the 

| cherry blossoms. This April, though, 

| has not seen a serené beginning for the 

| country's universities. The problém is not 
rioting students: it is teachers’ restrictive 
practices. Professors work their way up a 
smug and self-sufficient hierarchy -that 
smothers independent thought and dis- 
courages original scholarship. Critics are 
saying this is just as bad for Japan's econ- 
omy as for its universities. The country 
needs fewer yes-men, however bright or 
well-drilled, to run its government, its 
businesses and its laboratories. 

Some of these thoughts have been 
heard before, notably from Mr Susumu 
Tonegawa, who won the Nobel prize for 
medicine last year. A Japanese trained at 
Kyoto University, Mr Tonegawa won his 
prize for work he did in Europe and 
America. He bluntly said he would not 
have won the prize had he stayed inside 

| the stifling Japanese university system. 

| A few insiders are beginning to agree. 
Mr Takamitsu Sawa, a professor of eco- 

| nomics at Kyoto University, damns the 

| top universities for recruiting professors 
mostly from among their own graduates 


— ] and then promoting them by seniority. 


| He says this has cost Japan its “intellectual 

| vitality and efficiency in its highest seats of 
learning". Late last month Mr Susumu 

| Nichibe resigned as.a professor at Tokyo 
University, Japan's Oxford, after he was 
prevented from appointing an outsider as 
an assistant professor. This week two of 
Mr Nichibe's colleagues said that they 
would resign over the matter. 

Japanese universities are one of the 
strictest members-only parts of clubbish 
| Japan. An academic career is organised 
around a koza, or chair. The chair is really 
a team consisting of a full professor, an as- 
sociate professor and a few assistants. Its 


- |. job is to carry out the full professor's re- 
|| search. Young academics are expected to 
-|| dothe legwork and help out with teaching 


| undergraduates; they do not carry out re- 
search of their own. 
| You get in only on the ground floor: 


[e ——————————————Á 


relatives on the mainland; and trade with 
the mainland, theoretically indirect, is run- 
ning at nearly $2 billion a year. This week 
Taiwan started letting mail be sent to China 
via the Red Cross in Hongkong. For its part 
the mainland is devising new laws to attract 
Taiwanese investors, who (the communists 
say) have already put $50m into around 50 
ventures in Fujian province. 

There will be still more contact, if only 
because Taiwanese businessmen, squeezed 


professors pick the best undergraduates to 
join their koza as research assistants. They 
get lifetime appointments within a couple 
of vears, and are thereafter promoted by 
strict seniority. (Hence the outrage over 
Mr Nichibe's attempt to bring in an assis- 
‘tant professor who had not worked his 
way up through the professor's koza.) Ten 
years. at each level is common, with a 
professorship coming in the mid-40s. 
That brings with it.a place on. the most 
powerful institution in any Japanese uni- 
versity, the board of professors, which 
alone can appoint new professors and so 
re-start the dismal promotional cycle. 
The system discourages job mobility 
and the injection of new ideas. Some uni- 
versities, notably Kyoto University, which 
boasts more of Japan’s sparse crop of 
seven Nobel prize winners than any other 
institution, are trying to circumvent the 
koza tyranny by creating university re- 
search institutes. Mr Sawa, for example, 
runs Kyoto’s Economics Research Insti- 
tute. But the government still gives the 
system its backing. The education minis- 
try, which used to be charged with making 


by the strengthening New, Taiwan dollar, 
will seek cheap mainland labour. At heart, 
most Taiwanese very likely believe in inde- 
pendence—but not enough to jeopardise 
what they already have. The Democratic 
Progressives had better concentrate on 
other issues, such as getting a cleaner envi- 
ronment and more democracy. The trouble 
is that the Kuomintang is thinking along 
those lines too. 

Ca CTUM NEN GCUALDOR €. ee Sd 


sure that universities produce graduates | 


| No ideas, thanks, we're academics 


"in accordance with the needs of the | 
state”, and which still pays for most uni- | 
versity research, defends koza: it gives aca- 
demics "stability and security”. 

It does not give them money. At the 
six national (meaning state-run) universi- 
ties such as Tokyo and Kyoto full profes- 
sors, who are civil servants on education-. . 
ministry pay scales, earn about Y7m a year 
($56,500). Salaries at the top private uni- 
versities, such as Tokyo's Keio and 
Waseda universities, are only a shade 
higher. Professors seldom supplement 
their salaries (or broaden their outlook) 
by starting businesses or working for them 





` part-time, as their American counterparts 


often do; the universities frown on this 
(though some consultancy and article- 
writing for money is acceptable). 

The one thing to be said for this hide- 
bound system is that it sends the more in- 
dependent-minded researchers into in- 
dustry. Three-quarters of all research in 
Japan is paid for by private businesses, 
which are increasingly giving young re- 
searchers a freer hand than they would 
have at a university. It is still no way to 
catch up with America's lead in generat- 
ing science-based ideas for new services 
and products. 
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New York gives the 


Democrats their man 


chael Dukakis a convincing and, 
in several respects, decisive win 
on oe His triumph, was 


d By 





Re viene of the. campaign n that preceded 


it, a campaign that ranged the city’s Jews 
t its blacks; together they made. up 





crats were clearly divided by race. 


|... Mr Dukakis won 5196 of the vote, at 3 
.152 of New York's 255 convention dele. 





gates, compared with Mr Jackson's 37% ( 


delegates) and Senator Albert Gore’s 10% 


(and 15 delegates). Mr Jackson, however, 


won New York city itself, albeit narrowly. 
Mr Dukakis's state-wide victory puts him far 
enough in front for many influential Demo- > 
cratic fence-sitters, including the party's. 
superdelegates (see next page), to drop their | 
caution and endorse him. In a two-man race: 


with Mr Jackson, once Mr Gore has with- 
drawn, Mr Dukakis will pick up the centtist 
© vote that might otherwise have gone to the 
- senator. Mr Jackson will fight on at full tile 
til che final round of the campaign in June 
alifornia’s primary, on June 7th, offers 
more delegates than any other), but the 
nomination is already a gleam in Mr Duka- 
kis s ultra-cautious eye. 
~The caution is justified. About a third of 
a Mr Dukakis’s votes, roughly the margin of 


his victory, came from people who said that . 


. they werénot all that keen on the Massachu- 
setts governor but voted for him primarily 


3 in order to keep Mr Jackson out. Mr Jackson D 


^. could take credit for the unusually high rate 
~ of voter turnout. His supporters, a passion- 
. ate lot, turned out to vote for him; his de- 
tractors, barely less passionate, turned out 
. to vote against him. 

.'. Feelings for, and against, Mr Jackson are 
as strong as the support for Mr Dukakis is 
tepid. A majority of New Yorkers came to. 
the conclusion that Mr Dukakis was the best 
f the bunch on offer, but they reached this 
ecision reluctantly. Seven out of every ten 
f his supporters said that, given the chance, 
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New Yorkers gave Governor Mi- 


he electorate in the Democratic pri- 
mary election. Neither Mr Dukakis nor the ` 
Rev Jesse Jackson was to blame for this ugli- 
ness. Yet 19 out of every 20 black voters sup- 
ported Mr Jackson, and three-quarters of . 
-. Jewish voters supported Mr Dukakis. Demos: 






y would have happily abandoned Mr Du- | 


. kakis to vote for Governor Mario Cuomo. 


Mr Gore was the big loser in this. pri- 
mary. The senator has not done well in any 
contest since-Super Tuesday and he gam- 
bled, mainly with borrowed money- (he is 
$154 in debt), on redeeming himself in 
New York. His difficulty has always been to 
distinguish himself from the other candi- 
dates. This time he composed a theme fo- 


cused on New York’s Jews, their affections 


for Israel. and their fears for its saféty. He 


| stressed his own unwavering, indeed uncriti- 
cal, support for the Israeli government. He 
l critiċised Mr Dukakis for having the occa- 


sional doubt about Israel’s rightness in all its 
arguments with the Arabs, and he suggested 
that the governor was. chicken for not lash- 


ing out at. Mr Jackson. Mr Jackson's sin lay 


in his belief that the Palestinians, as well as 
the Israelis, should be protected, and in the 


unsavoury things he said about New York s. 


Jews four years ago. 

Mr Gore's theme song might TN won 
him some Jewish votes, but the campaign 
backfired when his love affair with Israel 
caught the eye of New York’s mayor, Mr Ed 
Koch. The mayor was so impressed that he 
decided to endorse Mr Gore and to help his 
campaign along with his own free-ranging 
attacks on Mr Jackson, calling him a liar and 
worse. Throughout last weekend, New 


. Yorkers were treated to the sound of their 
mayor, on radio commercials paid for by the 


Gore campaign, slanging Mr Jackson and 


praising Mr Gore with equal gusto. 


New Yorkers were not amused. Quite a 
few of them, particularly if they were Jewish 
or Roman Catholic, feared Mr Jackson's 





policies and were: preparec to vote against 
him. But nei 






ither-logic.nor good taste trans- 
formed this fear into suppo for Mr Gore. 
First, a tactical vote for Mr -Dukakis, v 
likely. winner, made more sense than split- 
ting the white vote by supporting Mr Gore. 





Second, many stomachs were turned by the 


self-serving, even nasty, nature of their may- 
or's diatribes. Even the irrepressible Mr 
Koch had to admit that he had boobed. 

Mr Gore, who by Tuesday was trying to 
distance himself from the mayor, limped 


gracefully away from. the campaign. He has - 


only just turned 40 and may well return to 
the presidential trail four years from now, 


Mr Jackson, who congratulated Mr Du. i 






miglay a pé ike th at. But Do di 





















kakis for resisting die temptati EO 
the campaign to the gutter, beat fii 
the Delaware caucus vote. on Mone 
the polls show that the governi 
ahead in thes next big race, T 
April 26th, The concentratie 
against Jews in New York may hav 
effect, at least in, peoples dnds, 
shadow on M rja 


ie rd "die bac 
cording to the e l 
of non-Jewish vhites 
and caucuses; his whi Es 
the most part, well educate midak 
etals. He also got strong. trades 
port, from a handful of labour leader 
as from the rank and file. | 
The Democratic nomination is Mr 
kakis's to lóse, and he is not the sort of 
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people may feel inclined to prc 
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BOSTON 


W ideas are not enough, Governor 
Michael Dukakis has said: "You've 
got to be someone who can make new 
ideas work and that’s the kind of thing I do 
and the kind of thing I’ve been successful 
at.” Well, sometimes. Relations with his 
own state legislature were abysmal in his 
first term and much improved thereafter. 
But they have never been superb, and the 
governor's bid for the presidency has 
given new life to old problems. 

Mr Dukakis began his career in state 
politics as a legislator. Elected to the 
Massachusetts House of Representatives 
in 1962, he was a participant but never an 
insider. He arrived as a latter-day progres- 
sive, a classic anti-machine manager, more 
interested in good government than in 
good politics. His disdain for his fellow leg- 
islators was palpable. To him, they were 
part of the problem—though, of necessity, 
actors in the solution. He earned their re- 
spect, but never their affection. He was 
honest, organised, tenacious and efficient, 
but also seemingly arrogant, sanctimo- 
nious and condescending. 

Elected governor in 1974, he was thus 
off to a bad start, made worse by a huge 
state budget deficit. For too long he tried 
to cut spending and resisted the inevitable: 
a tax increase. In the end his mismanage- 
ment forced the Senate president, Mr 
Kevin Harrington, to take on the gover- 
nor's dirty job and ram a bill through. Per- 
haps more serious, however, than the im- 


——— ————— 


the lack of choice by giving their votes to Mr 


— Jackson. Not the best reason for voting. 


— Even so, it would be more salubrious than 


New York's descent into a battle, reeking of 
prejudice, between blacks and Jews. 





Democratic superdelegates 


Congress selects 


WASHINGTON, DC 


S NEW YORK rancorously decided 
which candidates should have the 
votes of its 255 delegates to the Democratic 
national convention, Congress has urbanely 
been selecting 250 delegates from among its 
own members. These characters, together 
with the 363 members of the Democratic 
National Committee, 26 governors and five 
elder statesmen, will go to Atlanta as 
"superdelegates", formally unpledged to 
any candidate. Their votes, which account 
for 1596 of the delegates, may be needed to 


tip Mr Dukakis over the winning line. For 
40 





| The manager from Massachusetts 


mediate crisis of confidence provoked by 
his failure of leadership were the underly- 
ing problems of style that had been there 
in earlier years. 

“The way he approached the governor- 
ship was exactly the same way that he ap- 
proached coming into the legislature; he 
had this unshakable belief in his own infal- 
libility," recalls Mr Francis Hatch, a Re- 
publican leader who had once worked 
closely with Representative Dukakis 
against the State House regulars. He 
thought “he could solve any problem him- 
self, no matter what it was." "Duke I", as 
the governor in his first reign has been 
called, apparently saw good personal rela- 
tions as irrelevant to good governing. 

Mr Harrington remembers the gover- 
nor's naive belief that he could study the 
problem, produce the answers, and say to 
the legislators upon whom he depended: 
"Here are the facts, here's the logic, it's in- 
escapable. Here's the major premise, 
here's the minor premise, therefore the 
conclusion is obvious." It was not the way 
government worked. 

Mr Dukakis neither cultivated support 
nor rewarded it. A "perfect ingrate", Con- 
gressman Barney Frank once called him. 
In that first term almost no campaign 
workers got jobs after the election. This 
was squeaky-clean, above-politics govern- 
ment to a fault. And it helped to bring the 
governor down. He was at odds with both 
the Democratic establishment and the lib- 


the moment most of them are discreetly 
holding back from a public endorsement. 

After the dreadful 1968 convention in 
Chicago, the Democrats decided to shut the 
party bosses out of the nominating process. 
But after President Reagan's election in 
1980, the party changed its mind again, con- 
cluding that a quota of establishment Demo- 
crats, skilled in political ways, might help it 
to nominate an electable candidate—a the- 
ory that remained unproven in 1984 when 
most of the elected and party officials rallied 
behind Mr Walter Mondale. 

Yet the party continues to believe that 
top Democrats can contribute balance and 
experience to the nominating job. The selec- 
tion of superdelegates was simplified for the 
1988 campaign, boosting the influence of 
national party leaders. The Senate and the 
House of Representatives now choose 80% 
of their members (207 from the House, 43 
from the Senate) as delegates, instead of the 
60% allowed in 1984. Argument about who 
else should be a delegate (the 1984 rules al- 
lowed a mixed bag of state dignitaries, in- 
cluding a number of mayors) was avoided by 





erals, whom he had earlier alienated with 
his attempt to avoid a tax bill through se- 
vere cuts in social services. Opposition in 
the legislature reinforced opposition out- 
side. In 1978 he lost in the Democratic pri- 
mary to Mr Edward King, a conservative. 
Four years later he was back, in effect © 
given a second chance by Governor King, 
whose administration had been marked by 
corruption and incompetence. The years 
out of office had not been wasted; Mr Du- 
kakis had learned something about politi- 
cal etiquette. Consensus became the new 
watchword. Duke I had called press con- 
ferences to announce legislative initiatives 
of which no one else had been informed; 





Respected, not loved 





deciding flatly that all members of the Dem- 
ocratic National Committee should go to 
Atlanta, and that was that. Top people 
the state parties are members of the natio... 
committee; it also has some members at 
large. 

In theory, this should make the Demo- 
cratic National Committee more influential 
than any single state in deciding the nomi- 
nee. The unpledged delegates are by defini- 
tion officially uncommitted until they arrive 
in Atlanta in July, but nothing in the rules 
stops them from endorsing a candidate in 
advance. Ex-candidate Richard Gephardt, 
for instance, was endorsed enthusiastically 
by many of his fellow-congressmen, and Mr 
Dukakis now leads among those super- 
delegates who have so far declared 
themselves. 

The assumption is that big cheeses in 
the party are resigned to having Mr Dukakis 
on the ticket and extraordinarily keen to 
keep the Rev Jesse Jackson off it. But they do 
not want to be seen as part of a stop-Jackson 
campaign: Mr Jackson's supportets might be 
even less inclined to turn out to vote in No- 
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Duke Il got all the essential supporters 
lined up before he went public. He dis- 
pensed patronage and massaged the legis- 
lative leadership. Was he less disdainful of 
his State House colleagues? Probably not. 
But defeat had taught him that personal 
aimosities could both wreck his legisla- 
tive programmes and thwart his political 
ambitions. 

The new style depended on a good 
staff, however. With the presidential cam- 
paign and the departure of some senior | 
aides, "some of Dukakis's personal politi- 
cal weaknesses have been exposed anew,” 
the Boston Globe reports. No skilled nego- 
tiators, familiar with the intricacies of leg- 
islative politics, are left, and the governor's 
cuffs absence from Massachusetts is 
elt. 

The most recent legislative session has 
'-— Mr Dukakis without much to boast 

it and, although a universal health- 
care bill has now been passed, it is not the 
bill he originally proposed. Moreover, 
some supporters of heavy social-service 
spending are again unhappy. The gover- 
nor, they say, has been playing presidential 
politics with the budget, withholding 
money to guard against the bad publicity | 
of a possible deficit. 

No one in the legislature betrays any 
lack of enthusiasm for Mr Dukakis's presi- 
dential aspirations. But, as one observer of 
Boston politics recently remarked, “even if 
he becomes president, he will not be 
fondly remembered like Tip O'Neill and 
other Massachusetts politicians.” He was | 
capable and conscientious, but chilly; | 


i 3 
never "one of us”. | 


vember if their man was done down by party 
shenanigans blocking what primary voters 


1 ordained. Superdelegates would like to , 


d themselves in the comfortable position 
of clinching public opinion, rather than di- 
recting it. So, with Mr Dukakis emerging af- 
ter New York as a clear victor, quite a few of 
the 644 superdelegates can now be expected 
to start lining up, in safe and orderly fash- 
ion, behind him. 





James Traficant 
And now, from 
Ohio... 


UST when you thought the Democratic 
race for president was over, here comes 
Mr James Traficant. One of the more 
colourful, and controversial, members of 
the House of Representatives, Mr Traficant 
has been running a "favourite son" cam- 
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paign in and around his eastern Ohio A 


stituency in order to focus attention on th 
problems of the rustbelt. He is almost the 
only person taking his campaign seriously, 
but when the remaining ocratic presi- 
dential hopefuls get to Ohio for the May 3rd 
primary, Mr Traficant will nonetheless be ly- 
ing in wait. 

The gist of Mr Traficant's campaign is 
that none of the other presidential candi- 
dates, past or present, cares for the de- 
pressed industrial areas; they are imbued 
with a "Harvard ideology” and have forgot- 
ten what being a Democrat is all about. In 
deliberate contrast, Mr Traficant has been 
offering a message of economic national- 
ism—his slogan is “America first" —that ac- 
tually predates the campaign creed of some 
of the better-known Democratic candidates. 
He speaks fervently in favour of tax induce- 
ments to persuade Americans to buy Ameri- 
can-made products. As a congressman, he 
tries to write amendments into spending 
bills requiring government agencies to buy 
American goods. He favours the death pen- 
alty for drug smugglers and calls for a tough 
trade policy with Japan, a country he appar- 
ently views both as an economic enemy and 
as a protectionist model. 

If no one.is rallying to Mr Traficant's 
campaign, it may have less to do with his 
views than with the congressman himself. 
He cares little for the sensitivities of his fel- 
low politicians (“jackasses” is a common epi- 
thet) and has a close-to-conspiratorial view 
of politics, with himself as chief target. But it 
was before entering Congress, during a four- 
year stint as sheriff of Mahoning County, 
Ohio, that he achieved his notoriety. 

First, he was jailed for three days for re- 
fusing to repossess the houses of workers 
whose mortgages had been forfeited. Later, 
he successfully defended himself in court 
against charges that he had accepted a bribe 
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from figures in organised crime. He per- 
suaded the jury that he had accepted the 
money, and returned it, as part of his own 
criminal investigation. Having escaped 
criminal charges, however, Mr Traficant 
then came up against the Internal Revenue 


Service, which found in September that, bee — 


cause he had accepted the money, he owed 
back taxes, interest and penalties on it. Mr 
Traficant is not taking that lightly. He told 
the IRS, from the floor of the House, that he 
would "punch their lights out" and would 
fight "like a junk-yard dog.” 

In his own district Mr Traficant's tra- 
vails have made him something of a folk 


hero, and that may help him in the primary. 


If he collects 1596 of the presidential vote in 


any congressional district, he will be allo- 3 


cated delegates to the Democratic conven- 
tion accordingly. He may do well enough in 
his own district, at least, to be able to travel. 
to Atlanta with some part of his quixotic 


ques; fulfilled. 
ro ie MEME 


The economy 
Did you say 
crash? 


MERICA'S economy is trotting along at 
more or less full employment, consum- 
ers are spending again as if last year's crash 
had never happened, and with each new set 
of figures forecasters are busy revising their 
growth projections upward for this year and 
next. Were it not for the trade deficit, the 
economy could be declared in tip-top pre- 
election condition. Mr George Bush could 
hardly ask for more. Alas for Mr Bush, the 
trade gap refuses to be forgotten. Not only 
that, it seems to have a horrible knack for 
choosing the most embarrassing times to 
slap the administration in the face. 

The latest set of unexpectedly awful 
trade figures was released on April 14th. 
They came hours after Mr James Baker, the 
treasury secretary, and his fellow G? finance 
ministers—at their meeting since last 
October’s stockmarket crash—had agreed 
on a new communiqué. This document, like 
all its soothing predecessors, welcomed re- 
cent progress in reducing economic "imbal- 
ances”: the polite term for America's exter- 
nal deficit. Even before Wall Street opened 
next day, the announcement that Febru- 
ary's deficit was $14 billion (the markets had 
expected $10 billion-11 billion) made the 
ministers’ statement seem, well, odd. Wall 
Street and the dollar took it badly (see page 
116). Baffled finance ministers were left 
wondering which was more peculiar: that 
Mr Baker had not been forewarned of the 
figures, or that he had, but had not thought 
them worth mentioning. 

Another setback for international eco- 
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that the momentum of last year’s strong ex- 
pansion is holding up well—but that this is a 
. mixed blessing, because, without a bigger 
slowdown than the one that now seems in 
- pros pe the trade deficit will fall only 
slowly. Moreover, if this process of adjust- 
ment is too long delayed, the dollar and 
"Wall Street could see further big upsets. 


— February’s trade gap, judged in a longer- . 


term perspective, supports this. Month-by- 
‘month figures are notoriously volatile, but a 
three-month moving average shows that the 
deficit has narrowed since last summer, and 
the February figures do not upset the trend. 
The trade gap averaged $12.8 billion a 
month in the three months to. February, 
‘compared with $15.0 billion a month in the 
three months to November (see left-hand 
chart). February's figures cannot plausibly 
be blamed on flukes or special factors: ex- 
ports, especially of manufactures, were 
sharply higher ($23.6 billion, compared 
with $22.3 billion in January), but so were 
— imports ($37.4 billion, compared with $34.8 
billion). The rise was spread across most 
. countries and all categories of goods. 
- . With the dollar so cheap, the trade and 
— current-account deficits are bound to shrink 
— further, though too slowly for comfort. New 
- forecasts from the economists at the Inter- 
‘national Monetary Fund say that the- cur- 
 rent-account deficit will still be $130 billion 
- in 1989. That is bigger than the deficit pre- 
dicted by many private-sector forecasters 
-. (see centre chart). February's trade figures 
- lend weight to the Fund's less cheerful view. 
In a different way, so too does the recent 
spate of otherwise good economic news. The 
“message in these statistics is that the domes- 
tic economy—and with it the demand for 
- imports—is strong and getting stronger. - 
- Retail sales, for example, went up by 
- much more than expected in March. This 
qe 
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rise, like the rise in imports, was broadly 
based; and it reflects a trend of steadily 
strengthening growth, since spending 
slumped briefly immediately after the crash. 
More significant, perhaps, employment also 
climbed strongly in March—and this in the 
wake of an exceptionally sharp rise in Febru- 
ary that many forecasters thought likely to 
be partly reversed. Asa result the unemploy- 
ment rate fell again. It now stands at 5.690: 
full employment, to all intents and pur- 
poses. The continued expansion of jobs, 
combined with growing tightness in the la- 
bour market, is likely to help to maintain 
cónsumer confidence and rising incomes 
over the coming months. These rising in- 
comes in turn will mean higher spending, 
much of it on imports. 

Paradoxically, therefore, America is un- 
dergoing an export-led boom alongside 
chronic. balance-of-payments difficulties. In 
dollar terms, exports are roughly 20% 
higher than they were a year ago (hence the 
good news on employment and investment), 
while imports are 1196 higher (reflecting the 
"good news" on retail sales). But this nice- 
looking combination will take a while to 
solve the balance-of-payments problem, be- 
cause exports are having to rise from such a 
low base. That is why without slower growth 
in domestic demand—in particular, without 
something to check the strength of con- 
sumer spending—the external deficit will 
continue to cloud the economy. Any inter- 
ruption in the flow of foreign capital might 
send the dollar sharply down and/or Ameri- 
can interest rates sharply up, with new 
stockmarket crashes for good measure. In 
that case, America's policymakers would in 
effect have left the: task of restoring eco- 
nomic equilibrium to an externally induced 
recession. | 

Might this happen before the election? 
All depends on the skill of Mr Alan 
Greenspan, the chairman of the Federal Re- 
serve, in steering the right course for inter- 
est rates. If he tightens monetary policy too 
far, dearer money may precipitate another 
crash on Wall Street. If he seems too com- 
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placent, fears of inflation will grow and the 
trade deficit will be even more reluctant to 
shrink: that way lies a new and unwanted 
collapse in the dollar. Mr Greenspan's ta 

would be difficult enough in any circum- 
stances. In an election year, with the White 
House breathing down his neck, he can be 
forgiven for thinking how wise his predeces- 
sor, Mr Paul Volcker, was to leave the job 


when he did. 








Car insurance 
Battle joined 


LOS ANGELES 


F YOU want to excite a Californian, try 

striking up a conversation about car in- 
surance. Many of the state's 13.1m car own- 
ers pay more each year for car insurance 
than they do for petrol. Drivers in Los An- 
geles face the stiffest premiums, yet for 
many, a car is indispensable: they live in a 
huge city with a modest public-transport s 
tem. On average, car owners in Los Ange . 
pay $2,600 a year for insurance, compared 
with $1,696 in Miami and $768 in New 
York. Premiums for a brand new Mercedes 
in Los Angeles—the largest market for the 
West German car—«an cost nearly $4,000 a 
year. Sometimes the cost of insuring a ten- 
year-old car can exceed its market value. 

California's drivers have had enough. 
Four groups are circulating petitions to put 
initiatives on the ballot in November, all de- 
signed tó make the insurance companies 
lower their rates. The Voters' Revolt to Cut 
Insurance Rates, for instance, wants to force 
insurers to roll back rates on cars by 2096. It 
would also provide additional discounts of 
2096 for drivers with good safety records 
and require rates to be based on a driver's 
record instead of his place of residence. An 
elected state insurance commissioner would 
monitor the rates instead of one appointed 
by the governor. 
Yet if the rates are too high, why doesn't 
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You may not always be able to guard against 
extreme situations, but you can always make 
the bestof them. This, however, does notonly 
require first-rate preparation and adequate 
hardware but also people who, at crucial 
moments, react fast and make the right deci- 
sions. On the stormy seas of today's financial 
markets, such skills are once again at a high 
premium. Our services in the field of portfolio 
management for private and institutional 
investors take all this into account. Your port- 
folio is looked after by highly qualified 
advisers who can depend on background sup- 


port that far exceeds the average: on the splen- 
did information network of our parent bank, 
which is the world's largest bank; on the poli- 
tical stability and stable currency of Switzer- 
land; and on a wide range of services that 
transcends traditional portfolio management. 
These services include the COMPASS cur- 
rency management system, a selective exploi- 
tation of currency fluctuations based on a 
computer model of our own that allows for an 
investment policy which is not dependent on 
the fortunes ofthe stock exchange. We are the 
only bank to offer this unique investment 


product. The two Executives in charge of 
our Portfolio-Management Department, 
Mr Hans Goetti and Mr Yasuhiro Marui, will 
gladly give you more details. Why don’t you 
contact us at: DAI-ICHI KANGYO BANK 
(SCHWEIZ) AG, Lówenstrasse 32, CH-8023 
Zürich, Switzerland, Telex 813886. Fax 
01/ 21692 22, Telephone 01/21691 11. 


Well on course to your investment goal. 





THE SOURCE 


Global Financial Information. . . fast, 
accurate, comprehensive. 


Telerate 

Linking the world’s financial markets. 
Foreign Exchange, Equities, Government 
Securities, Money Markets, Financial and 
Commodity Futures, Euromarkets, 
Precious Metals, Energy and Economic 
Statistics. Coverage to over 1,500 cities 
in more than 50 countries. 


Real-time market rates and news. 
Commentary and analysis. Decision 
support. 


Telerate 
Traded on the New York Stock 
Exchange. Eighteen consecutive years of 
financial growth. Joint ventures with. . . 
AT&T. . . Lotus Development Corporation 
. . .Giltnet, Ltd. of Australia. . . Kyodo 
News Service of Japan. . .Cantor 
Fitzgerald. Wholly owned subsidiaries 
Compu Trac. ..CMQ 


Innovative. . . Reliable. . .Growing 


Telerate. . . Setting the Standard 
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Regional Office 


Central, Hong Kong. Tel: 5- 6 
Telex: 61761 TLR HX Fax: 852-5-8101109 





a competitor offer lower ones, and thus 
scoop up the business? One explanation for 
high rates suggests that they may not be ex- 
cessive. That is the fact that accident litiga- 
tion and damage awards in California have 
both soared. The Judicial Council of Cali- 
fornia, which watches over the state court 
system, says that lawsuits resulting from car 
accidents have risen 42%, to more than 
90,000, since 1985. Los Angeles has lots of 
drivers and lots of accidents. Since many in- 
surance companies base their premiums on 
where the driver lives, rates in Los Angeles 
are bound to be high. 

Another development, however, does 
point to excessively fat premiums. Faced 
with the possible loss of millions of dollars 
through voters’ initiatives calling for cuts of 
20% and more, insurers are drafting initia- 
tives of their own to roll back rates by 7- 
17%. Critics argue that, on the strength of 
laet year's figures, they can afford to. They 

int to the insurance industry’s profits (a 


record $13.7 billion in 1987) and blame the 





Unfriendly users 


HE Bureau of the Census, in its first 

report On computer use in America, 
has confirmed the prejudices of computer 
illiterati everywhere. It reports that nearly 
half the American adults who had per- 
sonal computers at home in 1984 did not 
use them. But the report also implies that 
even four years ago computers were a 
mainstay of business and education and 
that, given the opportunity, children were 
using computers at home much more 
than their parents. 

According to the bureau’s report (re- 
leased this month but based on a survey 
conducted in 1984), some 15m American 
adults had computers at home, but only 
53% used them. However, about a quarter 
of the 100m employed Americans, includ- 
ing 39% of managers, professionals, tech- 
nicians and administrators, used comput- 
ers at work, figures that are bound to be 
far higher today. Overall nearly 47m 
Americans (children and adults) used 
computers in some way—and that was 
only a few years after the computer be- 
came widely available and affordable. 

Children were the most likely to use a 
computer if one was available. More than 
15.5m children aged between three and 
17 used a computer either at home or at 
school. About 1596 of all children in the 
age group had access to a computer at 
home and of these 7496 used them. The 
children most likely to use computers at 
school were those between ten and 13 
years old. 

Sadly, but predictably, the figures also 
suggest the creation of a computer elite 
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high rates on the companies' greed. Car in- 
surance provided the lion's share of their 
business—$81.4 billion, some 43% of indus- 
trys total revenues. California provides 
1596 of the insurance industry's business. 

For many drivers the revolt has already 
begun. lt is reckoned that in some parts of 
Los Angeles 8696 of the drivers have no in- 
surance. More law-abiding paupers move to 
nearby suburbs, where insurance rates are 
lower. In Glendale, for example, which ad- 
joins Los Angeles, premiums are as much as 
6096 lower. Others simply lie to their insur- 
ance companies about their address and use 
that of a friend living in a suburb. 

Even if car insurance does become 
cheaper this year, the war against the insur- 
ance companies will continue in the court- 
room. On March 22nd the attorneys-gen- 
eral of nine states, including California, filed 
suit in San Francisco's federal court against 
major American and British insurance com- 
panies. The suit accuses Lloyd's of London 
and Allstate, among others, of conspiring to 
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restrict liability insurance for companies 
and to eliminate coverage for damage from 
pollution, a tactic designed to stop them in- 
curring huge losses. Faced with a rebellion 
by drivers and businessmen, some insurance 


companies are thinking of pulling out of 


states pushing for lower rates. 
id T r 


Rocky Mountain Arsenal 
Carving up the 
responsibility 


DENVER 


HE Rocky Mountain Arsenal, a 27- 

square-mile parcel of land to the north- 
east of Denver, is thought to be the most 
polluted spot in America. It is going to be 
cleaned up. How, at what cost, and with 
what end in view, all remain in doubt. 

The arsenal, directly under the flight 





based on race, sex and income. Only 
about 3.4% of children in households 
with annual incomes of less than $10,000 
had computers at home, compared with 
37% of children in families with incomes 
of more than $50,000. Of those who had 
them, boys were more likely to use a com- 
puter at home than girls (80% to 66%) 
and, among adults, 63% of men used com- 
puters at home compared with only 43% 
of women. 

As for race, 17% of all white children 


used computers at home, compared with 


ir E s EN 


6% and less than 5% of black and His- 
panic children, respectively. Oiven the 
opportunity, however, black children ap- 
parently use computers at home much 
more often than their white counterparts. 
White children used home computers on 
average 2.8 days a week. Black children 
used them on 3.8 days. 

The Census Bureau, could not resist a 
note of one-upmanship in its report. "The 
first modern multipurpose computer used 
in a large-scale daily operational context 
was the Univac I, purchased by the us 
Census Bureau in 1951," it states proudly. 
A setter as well as a reader of trends, it 
seems. 
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path of any aircraft landing at Denver's 
Stapleton airport from the north, is indis- 
tinguishable from the rest of the east Colo- 
radan prairie; save for some abandoned 
buildings and a few bilious green ponds. 
From the second world war to the late 
1950s, the army made chemical weapons 
there. From the 1950s to the 1970s, part of 
the site was leased to Shell Oil, which made 
pesticides and herbicides there. The arsenal 
has been idle for years, but pollutants, in- 
cluding carcinogens, have seeped from stor- 
age ponds into local aquifers (underground 
reservoirs) and the topsoil is hopelessly 
contaminated. 

Three years ago the army sued Shell for 
$1.8 billion as its share of the costs of clean- 
ing up the arsenal. Shell itself later sued 269 
insurance underwriters for the cost of the 
claim, thus alerting the insurance world to 
the enormous cost of cleaning contaminated 
land. The army and Shell have now entered 
a consent decree in federal court, agreeing 
on the levels of responsibility of each party. 
All costs up to a total of $500m will be split 
evenly. Those between $500m and $700m 
will be split so that the army pays 7576 and 
Shell 2596. After $700m the army will bear 
8096 of the costs. Since the clean-up may 
cost from $750m to $1 billion, Shell’s liabil- 
ity may be just $330m-380m, far less than 


some had expected. 

Even if the costs rise, the 80-20 split pro- 
tects Shell, for which it should be grateful. 
For the implication of comments on the 
consent decree that Colorado's state gov- 
ernment has filed with the court (which 
must consider them before confirming the 
agreement between Shell and the army) is 
that the estimate of costs may be too low. 

The nub of the state's case is that Shell 
and the army contemplate only limited use 
for the site after its decontamination. Limi- 
tations on the use of the site for "the contin- 
ued protection of human health and the 
environment" will be incorporated in the 
clean-up plan. Colorado's case is that by 
contemplating restrictions on use after the 
clean-up (which will take about 12 years) the 
polluters are giving themselves “‘a less costly 
remedy”. The state argues that the clean-up 
should instead proceed on the basis (at least 
until more details of the contamination are 
known) of no restrictions on the eventual 
use of the site. If the judge agrees, the even- 
tual bill is bound to be higher. 

How limited is the use envisioned by the 
army? It contemplates uses like commercial 
and industrial development. For their part, 
despite their legal arguments, Coloradan of- 
ficials concede privately that the arsenal can 
never be used for housing; water supplies 


and the top-soil are too contaminated for 
that. But Mr Roy Romer, Colorado's gover- 
nor, has already mused that the site might 
be used as a theme park, or as a zoo. This 
kind of use would, the state fears, require 
decontamination to a level that Shell and 
the army do not have in mind. 

Does Denver, a short drive from some 
of America's most spectacular scenery, 
really need a Disneyland on its doorstep? 
Perhaps not. But no state government in 
Colorado could afford to appear to acqui- 
esce in a less-than-perfect clean-up. Like 
most western states, Colorado has more 
than its share of polluted sites—uranium 
tailings, dirty, abandoned mines leaking 
into aquifers and so on. And like other west- 
ern states, it has to reconcile the demands of 
businessmen exploiting natural resources, 
who are suspicious of environmental con- 
trol, and the green politics of the incomers 
who have migrated to the west partly for the 
scenery. 

Most of Colorado's population is strung 
along the Front Range of the Rockies, with- 
in 30 miles of Denver. These are the folk 
whom any determined governor of Colo- 
rado must woo. That may explain why Mr 
Romer is not yet happy with the carve-up 
that Shell and the army have agreed on. 
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Finders no longer keepers 


MERICA'S coastline is dotted with 
some 50,000 shipwrecks, of which as 
many as 5,000 could be said to be histori- 
cal. Protecting these historical sites from 
unintentional damage or salvagers has 
proven difficult, partly because the found- 
ing fathers, in getting rid of the monarchy, 
threw ownership of wrecks and their arte- 
facts up for grabs. Congress is now trying 
to make matters clearer by granting title 
to historical shipwrecks to the states. 

Unlike Britain, where wrecks found in 
coastal waters belong to the Crown, 
America has a long-standing "finders- 
keepers” law dating from the early days of 
the republic. This has frustrated attempts 
to protect historical wrecks. States were 
given title in 1953 to the land and re- 
sources under the water within three miles 
of their coasts, but courts have not been 
able to agree on whether it applies to 
wrecks as well. In many decisions, the 
older law has taken precedence. 

A new law, which was passed by the 
Senate last December and by the House of 
Representatives on April 13th, should 
clear up the disputes. It grants to the 
states ownership of certain wrecks within 
three miles of their coasts. It applies to 

| ships that are either embedded on the sea 
floor or encased by coral (crude ways of 
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ascertaining age, and thus historical 
worth) and those that are already listed as 
historical. All others are fair game. 

The legislation was not passed without 
dissent. It was at first rejected, some con- 
gressmen expressing concern that it 
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Luckily she ni down more than three from America's coast 


would bar non-commercial divers and ar- 
chaeologists from the wrecks. Not so, said 
Mr Bruce Vento, a sponsor of the bill; it 
simply lets the states decide who can go 
near their wrecks and what they can do 
there. His argument, and the fact that the 
Senate would probably not get round to 
accepting any amendments, were persua- 


sive. The bill was passed. 


par 
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An Iranian oil platform, after a visit from the Great Satan 


How to waste a navy 


ITHER the Iranian government is des- 

perate or its sailors are out of control. 
The mines they planted in the Gulf in early 
April damaged an American frigate and 
wounded ten of its sailors. The American 
navy's cautious retribution was to destroy 
two Iranian oil rigs. Iran responded with sui- 
cidal gallantry that lost it several of its re- 
maining warships, and most of its few re- 
maining friends. 

The action began off Bahrain on April 

h, when the Samuel B. Roberts, an 
American missile frigate returning alone 
from a convoy trip to Kuwait, spotted three 
mines, manoeuvred to avoid them, and 
struck a fourth. The explosion blew a hole 
in the hull, causing a fire and several inju- 
ries. The ship was towed to Dubai. 

These mines—the first seen in the Gulf 
since last November—had been freshly 
planted; their paintwork was uncrusted, 
they lay in a much-used shipping lane, and, 
according to the Americans, their type and 
serial numbers matched those of the mines 
planted last September by the Iranian mine- 
layer Iran Ajr, which was captured and later 
sunk after American helicopters had caught 
it at work. The Americans thought that 
punishment adequate to the offence. 

A month later an Iranian missile hit an 
American ship (a reflagged Kuwaiti tanker) 
in Kuwaiti waters, blinding its American 
captain, The Americans' retaliation on that 
Occasion was to destroy two oil rigs that were 
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being used by Iran's Revolutionary Guards 
as a base for attacks on shipping. . 

The American response this time, as be- 
fore, was intended to close the matter. At 
dawn on April 18th six warships warned the 
lIranians on the Sassan and Sirri oil plat- 
forms to get off them (see map). The Ameri- 
cans say the Iranians used one rig as a base 
for speedboat attacks on Gulf shipping, the 
other to gather radar information about 
trafic. American marines landed on the 
Sassan platform—where they found anti- 
aircraft guns and missiles—and blew the 
whole thing up. The other platform was de- 
stroyed by gunfire. 

From Iran, this time, came a response. 
An Iranian patrol boat closed on the Ameri- 
can ships that had attacked the rigs, ignored 
a warning to stay clear, fired at them, was hit 
by four missiles and sank. Then the Ameri- 
cans fired missiles at two approaching Ira- 
nian Phantom aircraft, which turned and 
went home. At midday Iranian speedboats 
fired machineguns and rocket-propelled gre- 
nades at oil rigs belonging to Sharjah—an 
odd choice, since the emirate is perhaps 
Iran's closest thing to a friend in the Gulf. 
They set fire to a rig and a British-flagged 
tanker, the York Marine from Hongkong, 
which was being used to store oil. The Ira- 
nian boats were attacked by American In- 
truder aircraft, which sank at least one of 
them, probably three. 

Undeterred, the Iranians renewed the 





fight seven hours later. One of their British- 


built frigates, the Sahand, began to ap 
proach three American warships in the 
Strait of Hormuz. It was warned off by air- 
craft from the carrier Enterprise. The 


Sahand fired several missiles at three In- 
truders. They. missed. The Intruders an- 
swered with two Harpoon sea-skimming 
missiles and several laser-guided bombs. An 
American frigate, the Strauss, fired another 
Harpoon. All the missiles seemed to strike 
home. The Sahand was not seen to sink, but 
has disappeared. An hour later a second lra- 
nian frigate, the Sabalan, took on another 
group of Intruders, which hit it with a laser- 
guided bomb. lt was towed to Bandar 
Abbas, smoking and down by the stern. 


Silkworm or not? 

During the fight with the Sahand, one 
American frigate, the Jack Williams, which 
had several journalists on board, believed 
that five of Iran's Chinese-made Silkworm 
missiles were being fired at it. It took vigor- 
ous evasive action, including firing clouds of 
chaff to confuse the missiles’ radars. The 
missiles were not clearly identified but one 
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did hit a nearby oil rig and set it alight. 

| Whether the missiles were Silkworms or 
not is important. If they were, the Iranians 
were willing to go on expanding the fight. 


- — Silkworms are huge: their warheads contain 


nearly half a ton of high explosive. One hit 
— could destroy any ship the Americans have 
- jn the Gulf. The United States has said it 
- — will attack the Silkworms' launching-sites in 
Iran if any are fired at its ships. To try to 
defuse the Silkworm story, Pentagon 
spokesmen at first said they had "no evi- 
ence" that any Silkworms had been fired. 
The tapes of the radar interceptions by 
the Jac! Williams will presumably be sent 
to Washington for detailed analysis, the re- 
sults of which may never be made public. It 
- seems unlikely that the sailors on the Wil- 
- liams got it wrong. The Silkworm's guidance 
radar is different from that of other missiles 
the Iranians use, such as Harpoon or the 
Italian Sea Killer. The American operators 
have been trained to recognise it on their 
interception equipment. 
The American government was clearly 


—— hoping that the smoke of battle would now 


blow away. Spokesmen said they considered 
- the matter at an end, and denied reports 
— that the United States had suspended the 
- -eonvoying of the reflagged tankers. The 
— American tally for the sea and air battle is 
— that Iran lost a high-speed missile boat and a 
patrol boat, and that two more patrol boats 
— and two (of its four) frigates were severely 
- damaged. Iran's casualties must have been 
— fairly large. The Americans suffered no casu- 
alties after the mining of the Samuel B. Rob- 
erts, but lost a Sea Cobra helicopter gunship 
somewhere in the melée. On April 20th Iran 
fired a missile harmlessly into Kuwait. 
These losses understate what the ex- 
change has cost Iran. Its lavish minelaying in 
and just outside the Gulf last summer 
prompted—to Iran's fury—the western na- 
val build-up there. No mines had been 
sighted since November; the Americans, 
British and Italians had cut the number of 
their warships on station, and Belgium and 
Holland were expected to do so too. They 
may now change their minds. If anyone was 
wondering whether the western navies have 
a job to do in the Gulf, Iran has answered 
their question. 





. Abu Jihad 
A message from 
Mossad 


FROM OUR ISRAEL CORRESPONDENT 


SRAEL'S unclaimed, undenied killing of 
Khalil Wazir, or “Abu Jihad", in Tunis 


— en April 16th was one of the most sophisti- 


cated operations it has mounted against the 
Palestine Liberation Organisation. The 
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FROM OUR LEVANT CORRESPONDENT 


N A swift attack at a time of the year 

when it was supposed to be too hot 
for fighting, Iraq has recaptured a finger 
of its territory that the Iranians took 
from it two years ago. The recovery of 
part or all of the Faw peninsula is of no 
great military significance. Its seizure by 
Iran was described at the time as a mainly 
psychological blow. Now Iraq's morale 
goes up again, and Iran's down. 


Magnanimous victors 


attackers are said to have worn Tunisian Na- 
tional Guard uniforms. The Tunisians claim 
that an electronic-warfare aircraft jammed 
telephone lines around the victim's home. 
The method of attack—commandos arriv- 
ing and departing by sea, and using cars 
hired by an advance party—was identical to 
that used when the Israelis assassinated 
three PLO leaders in Beirut in 1973. 

Abu Jihad was the PLO’s most senior 
military leader and the head of its "western 
command". As Mr Yasser Arafat's friend 
and aide he organised many of the PLO's 
deadliest attacks on Israel. The Israelis claim 
that his most recent operation was the sei- 
zure of a bus in the Negev desert on March 
6th, when the three Palestinian hijackers 
and three Israeli civilians were killed. From 
the point of view of most Israelis, Abu Jihad 
was an arch-terrorist steeped in blood. 

Palestinians believe that Abu Jihad was 
killed because of his role in supporting the 
uprising that erupted last December in the 
occupied West Bank and Gaza Strip. That is 
only part of the explanation. The Israeli 
army concedes that the uprising, which the 
Palestinians call their intifada, began spon- 
taneously. Once it had got going, the PLO 





The lraqis attacked at dawn on the 
first day of the fasting month of Rama- 
dan, April 17th. Their VII Corps, sup- 

rted by the elite Republican Guard, 
aunched the assault with Iraq's usual ac- 
companiment of a thunderous artillery 
preparation and plenty of air support. 
Within 35 hours, the Iraqis say, their flag 
was flying once again over the ruined 
town of Faw. The lranians had retreated 
to their own, eastern shore of the Shatt- 
al-Arab waterway. This time they were 
the victims of surprise. In February 1986 
they leapt across the Shatt-al-Arab to 
give Iraq a worrying month or so, al- 
though they were never able to break out 
of the peninsula to outflank Basra. 

The Iraqi army will probably not pur- | 
sue the Iranians into Iran, even if it 
could: Iraq says the war should end with 
both sides behind their own borders. So, 
from their positions across the Shatt-al- 
Arab, the Iranians can ensure that the 
Shatt is not reopened for navigation up 
to Basra. Still, the Iraqis have been doing 
rather well lately. They dominate the 
tanker war in the Gulf, and have 
dropped more missiles on lran's cities 
than vice versa. They seem to have con- 
tained last month's Iranian attack in the 
north. Now they have got Faw back. Not 
the performance of the tottering country 
Iraq seemed a year ago. 





did begin to take a hand. The imprint of the 
organisation has been visible in the clandes- 
tine leaflets that guide the intifada, and in 
the small amounts of money that still filter 
in from abroad to maintain steadfastness ` 
the territories. 

Still, Abu Jihad's killing will not by itself 
restore order. The Palestinians’ first reac- 
tion was rage, not submission. On April 
16th at least 15 Palestinians were killed and 
more than 100 wounded by gunfire in 
clashes with the Israelis. It was the highest 
daily toll since the trouble began, and it re- 
mains to be seen whether the relative calm 
of the following few days will continue. 

Another motive for the assassination 
was Israel's desire, through the audacity of 
the operation, to restore its soldiers' reputa- 
tion for boldness and efficiency. On the eve 
of the intifada, the army was humiliated by 
the loss of six soldiers to a single Palestinian 
guerrilla in a hang-glider attack. It has be- 
come further demoralised by its new role as 
a force of baton-wielding, bone-breaking 
riot policemen. The operation in Tunis 
proved that, despite the intifada, the Israeli 
army has lost none of its old cunning. 

A third aim was probably inspired by 
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ow the right-hand man has gone 


American persistence in pushing for Arab- 
Israeli peace talks. Israel is anxious to under- 
line its opposition to any dealings with the 
PLO. The recent meeting between the Amer- 
ican secretary of state, Mr George Shultz, 
and two American professors who are mem- 
bers of the Palestine National Council—the 
Palestinians’ "parliament "—infuriated Isra- 
el's prime minister, Mr Yitzhak Shamir. He 
saw it as a breach of a solemn American 
promise not to treat with the PLO. The kill- 








ing in Tunis made Israel's opinion of that 
organisation chillingly clear. 

Khalil Al-Wazir spent much of his life 
planning how to to kill people. He was, by 
all accounts, good at his job. He will proba- 
bly be replaced by Mr Abdul Aziz Shahin, a 
leading Fatah man from Gaza who spent 15 
years in Israeli prisons and belongs to the 
increasingly important Islamic stream in 
Fatah. The possibility of a martyr's death 
will not deter him from serving his cause. 





Terrorism 


ocotch d the snake, not killed it 


ASHHAD, Larnaca, Algiers—but 
then nowhere. The world’s longest 
and most professional hijacking ended on 
pril 20th with a defeat for terrorism. 
Against a blank, brave intransigence from 
Kuwait, the hijackers of KU 422 eventually 
ran out of ideas. The remaining hostages 
were released, the hijackers slipped away 
and the 17 bombers whose freedom the hi- 
jackers had demanded stayed exactly where 
they were before the hijack started: under 
lock and key in a Kuwaiti jail. 

Few governments have been as steadfast 
as Kuwait's in its refusal to bend the knee. 
The United States blamed and bombed 
Libya in 1986 for helping terrorists. But 
then it tried to ransom American hostages 
out of Lebanon by selling arms to Iran. Israel 
has.a reputation (enhanced now by its kill- 
ing in Tunis of the deputy head of the Pales- 
tine Liberation Organisation) for ruthless 
action against terror. But in 1985 it ex- 
changed 700 prisoners for the freedom of a 
TWA airliner hijacked to Beirut. 

West Germany has a shaky record. One 
of its courts has just sentenced a Lebanese to 
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13 years in jail for helping to kidnap two 
West German businessmen in Beirut. 
Amen. But then those two businessmen 
(one of whom has since been spirited to free- 
dom, allegedly on payment of a hefty ran- 
som) might not have been grabbed at all had 
West Germany not refused an American re- 
quest to extradite the kidnapper's brother, 
the suspected hijacker of that TWA airliner, 
to the United States. 

In France the appeasement of terrorists 
has become a polished practice. A small 
group close to Mr Jacques Chirac, France's 
prime minister and a candidate in this week- 
end's first round of the presidential election, 
is said to be working overtime to get the last 
three French captives in Lebanon released, 
in the hope that this will help Mr Chirac. A 
similar deal last December seemed to win 
him some popularity. Britain's Mrs 
Thatcher is probably the only European 
politician who can claim to stand by a credi- 
ble no-deals policy. The captors of Mr Terry 
Waite, an envoy of the Archbishop of Can- 
terbury, have been unable after more than a 
year to exert a jot of influence over the Brit- 


INTERNATIONAL 


ish government's actions; poor Mr Waite— 
if indeed he is still alive—remains in some 
Lebanese cellar. 

Against this background, a surprise 
some kinds of terrorism are dwindling, Sta 
tistics collected by the American State De- 
partment show that the number of interna- 
tional acts of terrorism (those involving 
citizens of more than one country) fell in Eu- 
rope from 232 in 1984 to 150 in 1987. There 
were falls, too, in Africa and North America 
(see chart). In Asia the number has jumped, 
mainly because of a ferocious bombing cam- 
paign in Pakistan, probably organised by the 
Soviet-backed regime in Afghanistan. 

The reasons for the decline can only be 
guessed at. One might be the gradual with- 
drawal of the Palestine — Liberation 
Organisation from actions outside Israel. 
Another is almost certainly a new reluctance 
on the part of bombed Libya and chastised 
Syria to give terrorists the weapons and ha- 
vens they need if they are to hit their mark, 
President Hafez Assad expelled Abu Nidal, 
one of the world's most bloodstained terror- 
ists, from Syria last summer. 

Much of the credit, however, belongs to 
humble police work. In the 1970s each 
country's police force tried to track terror- 
ists without much cross-border help. No 
longer. Europe is becoming a safer place 
partly because of the streamlining of the 
“Trevi” group, a committee of European in- 
terior ministers and policemen set up in 
1976 to swap files and identify terrorist net- 
works. The grotp's chairman holds regular 
briefings with senior American officials. 
Through an anti-terrorist assistance pro- 
gramme, the United States trained more 
than 1,400 policemen and security agents 
from 24 countries last year. 

April has been a busy month, and not 
just because of the Kuwaiti airliner's hijack- 
ing. On April 14th five people were killed 
and about 17 injured when a car bomb went 
off outside an American servicemen's club 
in Naples. Two days later Roberto Ruffilli, 
an Italian senator, was shot dead at his 
home. Meanwhile a man suspected of be- 


International terrorism 1985-1987 














1985 1986 1987 cha 
Casualties sb 
Dead 825 604 612 —26% 
Wounded 1217 1717 2293  --8896 
Number of attacks 785 774 832" +6% 
Attacks by region ^ HN 
North America 4 2 0 —100% 
Western Europe 218 156 150 —3196 
Middle East |. 357 360 370 +H% 
spillover in Europe 74 39 43 42% 
Latin America 119 159 108 —O% 
EastenEurope — 2 0 31 -5% 
Asia 42 77 13 «312% 
Africa a 43 20 29 —33% 


* including one incident in international waters 
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ie efter 16 fearful days — 


longing to the Japanese Red Army, and 
ie equipped with explosives and a stolen pass- 
—— — port, was arrested in New Jersey. 

These episodes, crowded together, can 
make it look as if another epidemic of terror- 
— ism were on the way. The truth is probably 
less alarming. Responsibility for Mr 
— Ruffilli’s assassination was claimed by the 







| 
| 





Ve TREE 


Fighting Communist party, a branch of the 
Italian Red Brigades which in the 1970s 
organised a wave of killings, including that 
of Aldo Moro, a former prime minister. But 
the Red Brigades then had hundreds of ac- 
tivists; the Fighting Communists, if they did 
the latest murder, look like the last hurrah 
of a beaten movement. 

The latest cluster of attacks shows the 
importance of keeping terrorists in jail once 
they have been caught. Several members of 
the Japanese Red Army, whom the Italian 
police are hunting in connection with ter- 
rorist attacks in Italy, have been in jail be- 
fore. Mr Junzo Okudaira, whom the Italians 
suspect of having planted the Naples car 
bomb, was released from a Japanese prison 
in 1977, in exchange for 156 people in a Jap- 
anese airliner that had been hijacked to Ban- 
gladesh. Mr Yu Kikumura, the man picked 
up by the American police in New Jersey, 
was arrested by the Dutch in 1986 after be- 
ing found with false papers and explosives at 
Schiphol airport. He was deported to Japan 
but released, on the ground that he had 
committed no crime in Japan. 

Terrorists who get away tend to strike 
again. The blemish on Algeria's handling of 
the KU 422 is that the hijackers who mur- 
dered two hostages may be allowed to slip 
away. Whose airline will they fly on next? 





A fearfully hard judgment 


OW accurate are the memories 

of concentration-camp survivors, 
whose dreams have been invaded by frag- 
ments of their trauma for almost half a 
century? How dispassionately can their 
testimony be judged in a nation born out 
of that same trauma? The Israeli court 
that tried Mr John Demjanjuk, a Ukrai- 
nian American, for crimes he supposedly 
committed as a guard in Hitler's death 


camps made every effort to weigh the evi- 


dence objectively. But Israel's emotions 
are matched by those of Mr Demjanjuk's 
fellow-Ukrainians, who, like the Jews, feel 


— || they are among this century's victims. 





After two months of deliberation, the 
three Israeli judges announced their ver- 
dict on April 18th. Mr Demjanjuk, who 
changed his name from Ivan to John after 
emigrating to America in 1952, was found 
guilty of the atrocious acts committed bya 
guard, known for his sadism as “Ivan the 
Terrible", at the Nazi extermination camp 
near the Polish village of Treblinka where, 
in just over a year, 870,000 people were 
murdered. The sentence, which might be 
death, is to be announced on April 25th. 

Treblinka's bureaucrats deliberately 
kept no records. Most evidence had to be 
based on survivors’ memories. Ten of 


them said that a photograph on the 
American visa application form com- 
pleted by Mr Demjanjuk in 1951 bore a 
close or exact resemblance to the Ivan 
who had terrorised them. Three others 
said they saw no likeness. 

Past cases have proved memories falli- 
ble. In one, 11 survivors of the Kielce 
ghetto accused Mr Frank Walus, a Pole 
living in Chicago, of having been a mem- 
ber of the Gestapo. Mr Walus was con- 
victed; on appeal the defence proved that 
he had been a farm labourer in Germany 
at the time. If Mr Demjanjuk had an alibi, 
his lawyers failed to establish it. 

The prosecution had one piece of doc- 
umentary evidence: an identity card from 
an SS training camp at Trawniki, appar- 
ently showing that, whether or not Mr 
Demjanjuk was the Ivan of Treblinka, he 
did work for the ss. His defenders say that 
this card is a fake by the Soviet authori- 
ties, who, they claim, are forever trying to 
discredit Ukrainian exiles in the West. 
The card made Mr Demjanjuk something 
of an anti-communist hero, especially for 
Ukrainian exiles. The Ukrainian Ortho- 
dox church in Cleveland, Ohio, which he 
pes helped collect $134m for his de- 

ence. 











Central America 


A policy in tatters 


RESIDENT  Reagan's administration 

feels beaten in Central America. When 
Nicaragua's Sandinistled revolutionaries 
overthrew the dictator Somoza and took 
power in 1979, the fear arose that Marxist 
insurgents might also take over El Salvador 
and Guatemala. By 1982 Mr Reagan was ac- 
tively supporting the anti-Sandinist contra 
guerrillas. The Americans (see chart oppo- 
site) had trebled their aid to their friends in 
the region. Now things are moving the other 
way, fast. In 1988 those friends will receive 
2696 less American aid than last year. Con- 
gress has stopped the contras' military aid. 
The Salvadoran and Guatemalan guerrillas 
are weakened but not defeated. 

The contras have not given up yet. On 
April 18th a group of their leaders ende 
four days of talks with the Sandinists abou: 
the details of the ceasefire they signed in 
March. No deal was reached. The contras 
complain that the ceasefire zones into which 
their guerrillas are supposed to move are too 
small, and that they should be allowed to 
continue their training in those zones. But 
more talks are planned for April 28th, and, 
sooner or later, most of the contras are likely 


North America gave shelter to 114,000 
Ukrainians who escaped the chaos of 
postwar Central Europe; their families, 
through immigrant thrift, have built a life 
of suburban prosperity. Between 194] 
and 1945 many had laboured as Germa- 
ny's slaves. Some accepted German weap- 
ons to turn upon the Russians, whom 
they regarded as the greater of their ene- 
mies. A few did atrocious things. The Na- 
zis trained 3,500 auxiliaries—Ukrainian, 
Baltic, ethnic German—to help run their 
three extermination camps in Poland. At 
the war's end they were allowed into 
America, provided they claimed that in 
1939 they had been living outside the So- 
viet Union's frontiers of that time. If they 
had been sent to their homes, Stalin's ser- 
vants would have killed them. There was 
little inquiry into their records. 

The Ukrainians are no more guilty 
than other war-scarred peoples. But they 
seem particularly inclined to feel collec- 
tively accused when their supposed crimi- 
nals are brought to trial. Stalin's policies 
are said to have killed 6m people in the 
Ukraine in 1932-33—as many as the Jews 
Hitler killed. The Ukrainians still have no 
independent homeland. Are they not to 
be excused, they say, for greeting the Ger- 
man troops as liberators in 1941? Is it not 
reasonable to suspect an SS identity card 
proved by the Russians? 








Rise and fall 


US aid to Central America 


to make their peace. 

Throughout Central America, those 
who once put their trust in the United 
States are thinking again. There are fears in 

fashington that Nicaragua’s Sandinists, 
treed from the threat to their own regime, 
will redouble their efforts to destabilise their 
neighbours; and that those neighbours’ ar- 
mies will react violently, reversing the re- 
gion’s recent shift towards democracy. 

The prospects are darkest in El Salva- 
dor, where American leverage had seemed 
to yield the most promising improvements. 
The handover from the army to civilian au- 
thorities began as far back as 1980. In 1984 
there was a presidential election, whose win- 
ner, Mr José Napoleon Duarte, accepted 
American aid and American advice in fa- 
vour of cleaner counter-insurgency tactics. 
The murderous right-wing “death squads” 
gradually reduced their killings. A rough 
and ready attempt at land reform cut rural 
support for the guerrillas, whose numbers 
halved to about 6,000 

But the insurgents are still in business. 
In February they imposed a transport strike 
-n most of El Salvador. On the eve of last 

ionth's election for a new national assem- 
bly 15 bombs exploded in the capital; on 
polling day sabotage deprived large areas of 
electricity. In the army and parts of the mid- 
dle class impatience is mounting. 

In December the relatively mild deputy 
defence minister, General Reynaldo Lopez 
Nuila, was replaced by General Reinaldo 
Golcher, the head of the treasury police. 
Right-wing officers did well in the army's 
routine end-of-year promotions. The death 
squads are emerging again. In last month's 
election half the voters showed their ap- 
proval of tough counter-insurgency meth- 
ods by backing the ARENA party, which in 
the past has been linked with the death 
squads; one of its election ploys was to com- 
plain that the war was being prolonged by 
the "soft" tactics favoured by Mr Duarte 
and his American friends. 

The army has reason to respect Ameri- 
ca's restraining hand. It still feeds El Salva- 
dor $86.5m a year in military aid. But the 


THE ECONOMIST APRIL 23 1988 


* L 
— Cu = v 


HAOS spreads its infection even 

into Africa's best-run countries. In 
Kenya's northern semi-desert, in the 
days around April 13th, well over 200 
people died when bandits crossed the 
border from Sudan, drove off Kenyan 
livestock, and left more than 190 local 
men, women and children dead. The de- 
fenders killed some 20 of their attackers. 
Summoned by radio, Kenyan policemen 
flew after the raiders, killed 20 more, and 
restored about 3,000 cattle, sheep, goats 
and donkeys to their owners. 

Kenya, with all its faults, is a well-po- 
liced country where unli guns are 
rare. On its northern and eastern fron- 
tiers, it shares 450 miles with Ethiopia, 
420 with Somalia and 150 with Sudan. 
The Nilotic peoples of this arid region 
wander with their beasts in search of 
grazing, regardless of whose territory is 
temporarily able to support them. They 
cannot be confined by national borders. 
Nor can they be entirely stopped from 
raiding, which is how some of them have 
always lived. 


Two o things hee jhang. First, over- 





contras’ fate may suggest both to the rebels 
and to the soldiers that America is not to be 
relied upon; in which case the rebellion will 
get bolder, and the repression harsher. 
Guatemala’s democracy is a little less 
likely to be shaken by the vim E: EK 
contras. temalan arm 
American aid Veto 1977 d 1986, m 
during that same period managed to batter 
down the left-wing rebels to a strength of 
less than 2,000. The army then handed gov- 
ernment over to civilians. Now the elected 
president, Mr Vinicio Cerezo, gets on well 
with his defence minister, General Hector 
Gramajo. Although the general's wilder 





The future of the tank 


Movable forces, resistible objects 


have Been running away from them. In the la pen called tanks, infantrymen _ 


sig orent rh, In the 


rtable rockets. Now the pendulum is Swinging back Because the W 
tow pott hes 52,000 tanks and NA O only 22,000, ,000, this matters 


1973 Arab-Israeli war 


SRAEL was unlucky. The Israeli tanks 

Egypt knocked out in 1973 were pro- 
tected by ordinary steel armour. At about 
the same time Britain had begun to produce 
a new kind of armour, the ' "laminated" sort, 
whose formula it passed on to its West Ger- 
man and American allies. This armour 
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population and a growing lack of water 1 
compel people to wander even farther. 9 — 
Second, wars have been stuttering on be 
tween Somalia and Ethiopia (a truce was 
agreed in late March); and in Sudan, be- 
tween the Arab north and the black Afri- 

can south. and ammunition are 

sold by the underfed soldiers of all sides. 

The raiders (they were, said the Kenyans, 
Topoza people írom Sudan and 
Dongiros from Ethiopia) had assault ri- 

fles as well as spears. The Turkana home 
guards on the Kenyan side have old bolt- 
action rifles, for which the government 
doles out ammunition sparingly. 

Africa's small wars spill dangerously 
over its indefensible borders. That is one 
reason why Africa's leaders agree that 
nothing should be done to encourage 
such wars by acknowledging secessionist 
claims. The doctrinaire incompetence of 
Ethiopia's Marxist rulers, and the bum- 
bling of Sudan's lslamic-democratic 
ones, has made secession more attractive 
than ever to some of their ethnic minor- 
ities, Kenya feels no such pressure. But 
its POM die n it nonetheless. 
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subordinates have often grumbled, particu- 
larly when the government talked about 
peace to the guerrillas in October, they are 
being kept carefully in check: last November 
their leader, General Pablo Nuila Hub, was — 
packed off to be military attaché in Ecuador, 
But the army's toleration of civilian gov- — - 
ernment could end if Nicaragua's victorious 
Sandinists start to help the Guatemalan — — 
rebels. Nicaragua's mismanaged and war- "] i 
battered economy will take years to repair, 
even if the Sandinists receive the aid they — 
want from European governments. That — 
should keep them from interfering with — 
their neighbours. Or so the optimists say. — — 
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made tanks almost invulnerable to anti-tank — 
rockets, which get their killing power from ; 


shaped-charge warheads. 
The first successful anti-tank weapon | 
for the infantry was rica's 


world-war bazooka, a lightweight tube from ` 
which a single man could fire a rocket pro- d 
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jectile. Since the rockets travel slowly (at 
about 850 feet a second) they need more 
than their own punch to blast through 
heavy armour. The extra killing-power 
comes from a shaped charge, a lump of ex- 
plosive with a hollow cone in its front end. 

The cone is lined with metal, often cop- 
per, and fitted into a thin missile. When the 
warhead hits a tank, the explosive goes off, 
and the blast melts the copper. The shock- 
wave shaped by the exploding cone drives 
the molten metal in a long thin stream 
through the armour at 25,000 feet a second, 
much as a high-pressure water jet can cut a 
hole in a rock. Once inside the tank the mol- 
ten stream solidifies into fragments and 
smashes both crew and equipment. 

By the late 1960s missiles with shaped 
charges had been made accurate and small, 
as Israel found out the hard way. But shaped 
charges can be defeated by laminated ar- 
mour, a sandwich of materials such as ar- 
mour plate, ceramics and plastic. Each sub- 
stance changes the copper jet's penetration 
speed, squashing and stretching it out of 
shape and dissipating its energy. 

In the early 1980s NATO put into the 
field tanks with laminated armour, and at 
the same time built up its stock of modern 
shaped-charge missiles capable of killing 
Russian tanks. Between about 1982 and 
1987 it could therefore face the Warsaw 
pact’s greater tank numbers with some con- 
fidence. So the Russians and their allies 
sought ways to deal with the West’s new 
tank armour, and at the same time to pro- 
tect their own tanks from shaped charges. 


Try bigger bullets 


One kind of projectile can sometimes get 
through even laminated armour. It is a cylin- 
drical plug, perhaps a foot long, containing 
in its centre a slim, hard-metal dart. When it 
leaves the barrel, the plug (called a sabot) 
disintegrates. The dart, perhaps two feet 
long and around an inch in diameter, flies 


on to the target, drilling its way through by 
brute force, much as a straw can be driven 
through a fence-post by a tornado. 

Modern tank guns, such as the German- 
American 120mm smoothbore, fire these 
“long-rod penetrators” at a speed of around 
5,500 feet a second. The Russians are said to 
be producing a new tank, which NATO calls 
the FST-1, that can fire an even more for- 
midable long-rod projectile at 6,500 feet a 
second from a 135mm gun. NATO's lami- 
nated armour is better than plain steel, but 
the gun of the new Russian tank (which has 
laminated armour of its own) should pene- 
trate any rival at the range at which tank 
battles are likely to be fought. 

One new tank design, no matter how 
good, does not alter the balance of fire- 
power. The West got its laminated-armour 
tanks into the field first, and probably still 
has more in use. The Russians' FST-1 is not 
yet in service. The Warsaw pact's huge nu- 
merical superiority depends on as many as 
50,000 tanks whose ordinary steel armour is 
still vulnerable to small shaped-charge weap- 
ons. These tanks need better protection in 
the 1990s. 

Meet “reactive armour” (in officialese 
ERA, for explosive reactive armour). This is a 
cluster of steel boxes, each about the size of 
a cigar box, bolted on to the vulnerable bits 
of an ordinary tank. When struck by a 
shaped charge the box explodes, and this 
dissipates the charge's metal jet before it can 
enter the tank’s hull. Reactive armour was 
first used by Israel in the invasion of Leba- 
non in 1982, when bits of the armour were 
captured by the Syrians and sent to the So- 
viet Union for study and copying. Most Rus- 
sian tanks in Europe may now have it, which 
means that NATO’s better armour and anti- 
tank missiles now do much less to offset the 
Warsaw pact’s advantage in numbers. 

Reactive armour can save a tank only 
once. After the explosive box has been deto- 
nated, the steel beneath it is exposed. West- 
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ern designers are devising projectiles to ex- 
ploit this weakness. One is the tandem 
warhead: a single projectile with two shaped 
charges, one in front of the other. When a 
projectile of this sort strikes reactive ar- 
mour, the first charge blows the explosive 
box away, so that the second can get inside 
the tank. If the timing is wrong the fiery 
mess caused by the reactive-armour explo- 
sion will interfere with the second warhead. 
But the trick is possible. 

Another approach exploits the fact that 
reactive armour must not react when struck 
by lesser objects, or it could be “hosed off’ 
by machineguns or shell fragments. It may 
be possible to design a first shaped charge to 
knock a hole in the ERA without setting it 
off, giving a second charge a clear run at the 
tank armour itself. 

Bofors of Sweden has built a contrap- 
tion called Batsman. This mounts a shaped 
charge behind a specially designed nosc- 
cone in a shell fired at a speed of only abo: 
1,800 feet a second. The non-explosive tip 
arrives at the target at around half that 
speed, and knocks a gap in the ERA without 
detonating it. The shaped charge then fires 
its jet through the gap. 


Lest they bust the bridges 


Reactive armour, and the thick laminated 
armour needed to cope with big guns, are 
heavy. So is armour made out of depleted 
uranium (the stuff left after the energy has 
been taken out of uranium for nuclear weap- 
ons). This is as hard as steel, but much 
denser. But tanks cannot usefully be made 
much heavier. Most are already near the 
limit normal bridges can bear. 

To lose weight, a logical step is to get rid 
of the tank’s turret and operate the gun with 
an automatic loader and a smaller crew. In 
their FST-1 the Russians seem to have pro- 
duced an autoloader that suits them, and de- 
signed around it a turretless tank with heav 
laminated armour. It would be imperviov- 
not only to light shaped-charge missiles and 
tandem-type warheads, but also to the guns 
mounted on most western tanks, which are 
of 105mm calibre or less. In four or five 
years time the Russians will probably have 
lots of these new tanks, and their older ones 
will be fitted with reactive armour. NATO's 
light shaped-charge anti-tank missiles, such 
as the Milan, would then be worthless. The 
only weapons that could be relied on to de- 
stroy Russian tanks would be extremely 
heavy shaped-charge missiles such as the 11- 
inch-diameter Maverick. 

The stronger armour becomes, the 
heavier anti-tank weapons need to be. The 
best way to move heavy weapons around a 
battlefield is in steel boxes on tracks. lf 
NATO can no longer offset its numerical in- 
feriority in tanks by fielding small, high-tech 
anti-tank weapons, it will need lots of big 
tanks with big guns. At a fancy price. 
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Aá folder pad Calf 32 cm x 24 cm £105 ie 
Gold plated tape dispenser 8 cm dia £25 Ez 
Credit Card Wallet. Black Calf 18 cm x 10 cm £60 A 

Gilt Pen Cup 9 cm high. Bull or Bear Motif £60 each DN 
Travelling backgammon set. Buffalo hide 32 cm x 21.5 cm £170- 
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ABOUT BRUNEI. 


The people of Brunei refer to their country 
these days as Brunei Darussalam (Abode of 
Peace). It may seem a small point, but it is 
something visitors should know. 

The front desk staff at the Sheraton 
Utama Hotel can give you hints on local 
customs, cultural and religious differences 
which will make contact with the people of 
Brunei Darussalam altogether more congenial 

This is not the only reason you'll want to 
stay with Sheraton, of course, but it is typical 
of our attention to detail. We know that the 
difference between an average hotel and a very 
good hotel is often just a lot of little things 

And at Sheraton, little things mean a lot 

For reservations, call your nearest 
Sheraton Hotel or Reservations Centre 
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Sheraton Utama Hotel 


Brunei 

Senn one TOR 

Jolan Bendahara, Bandar Seri Begawan 2087. Negara Brune! Dorussalom 

Tet: (02) 44272 Telex: (809) 2306 Cable: "SHERATON" Telefax: 21579 SHERBIUNE 
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ARCO 
BLACK & DECKER 
BRITISH PETROLEUM 
CLEVELAND BRIDGE 
HALLIBURTON 
TOYO MENKA 
McDERMOTT 
SCHLUMBERGER 
SHELL 
UNION CARBIDE 
YORK INTERNATIONAL 


W hat do these 
international companies 


know about Dubai 
that you don't? 


They know that Dubai's Jebel Ali Free Zone 














m No personal income taxes. 


has introduced exciting trade freedoms m No import duties/export taxes. 
and benefits, enabling companies to set up m Unlimited cheap energy. 
trading and industrial bases easier in the wi 
Middle East. They also know that with superb facilities 

. including an extensive infrastructure, state-of- 
m 100% foreign ownership. hotels, hospitals, security and every modern 
m Unlimited transfer of profit and capital. amenity, Jebel Ali is a unique opportunity for 


= No corporate taxes for a minimum of 15 years. Middle and Far Eastern markets. 
For more information contact 
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Jebel Ali Free Zone Authority 
Marketing Dept. No. 08. 
) P.O. Box 3258, Dubai, United Arab Emirates Tel: Jebel Ali 56578, 
: | Telex: 46580 TPAJA EM Cable: PAJADUB UAE. sE 
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Sharing an uncommon house 


Mikhail Sorah oe to talk about the ‘ 
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‘common. European house", 


Il sorts of things to all 






ticles in this section. Our Bonn cor- 


respondent starts by looking at relations between the two Germanies 


C NE man who rarely misses a chance to 
echo Soviet homilies about building a 

“common European house" is East Germa- 
ny's leader, Erich Honecker. The odd go- 
ingson in his own house are starting to 
make people wonder how firmly he is still in 
charge of it. 

The East German government has been 
responding to human-rights activists and 
would-be emigrants with a baffling mixture 
of crackdown and backdown. One moment 
a relaxed Mr Honecker is hinting at more 
liberal policies, the next dissenters are biffed 
by security men. Is this a deliberate carrot- 
. andestick policy? More probably it reflects a 
| bad case.of indecision i in a the 22-member Po- 





lessness it sees in the country it runs, espe- 
cially among young people. 

In recent years Mr Honecker, once a 
hardliner who supervised the building of the 
Berlin Wall in 1961, has tried hard to give 
his country a friendlier face. He has abol- 
ished the death penalty. He has dismantled 
the automatic guns along the border with 
West Germany. Above all, he has made it 
much easier for East Germans under pen- 
sion age to travel to West Germany. In 1985 
only 66,000 East Germans not yet on an old- 
age pension made trips westwards (there 
were 1.6m by pensioners, who have for years 
been let out fairly freely). Last year the figure 


soared to 1.2m. That brought a grand total 
of well over 3m visits (see. chart on next - 
page) from a country of Hin pe m people. uS 
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ing. of a restrictions on ché lives 
Germans. By relaxing the rules. for 
the West, Mr Honecker was attem 
prove himself worthy of more favour: 
The policy involved a calculate 
that the younger people who made 
the West would feel. more recon 
East when they came home. It w 
pushed through against strong di 
the Politburo. And it does TK 
worked. Far. from vanishing thre 
valve, dissent in Ea: 
built up an extra head of steam. 
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them want to do social work instea 
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| Foundation Stone 


Um OUR BONN CORRESPONDENT 


ERLIN has just thrown birthday par- 

ties for two remarkable 80-year- 

- olds: Herbert von Karajan, a famous con- 

2 pe and Shepard Stone, a less famous 

- American. The first party was noisier but 

| the second, less widely noticed, had the 
Russians joining in. 

Shepard who? Mr Stone is a man who 
. witnessed the worst in Germany and has 
tried to foster the best. As a history stu- 
dent in Berlin in the early 1930s he saw 
Hitler come to power. As an American 
serviceman at the second world war's 
. end he was among those who freed the 
| inmates of Buchenwald. 

Despite that perience, or maybe 
| partly because of it, he helped raise 
. money to found West Berlin's Free Uni- 
sil and in 1974 he set up the Aspen 
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of the communist heroine Rosa Luxemburg) 
ached themselves to an official march in 
i East Berlin led by Mr Honecker. The au- 
thorities arrested dozens of dissenters and 
shunted a few out to the West—some pro- 
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Institute Berlin, an independent relative 
of the Aspen Institute in Colorado, with 
the aim of holding conferences to foster 
German-American relations and East- 
West ties. With a nice sense of history 
(and irony), he established Aspen near 
the wall dividing West Berlin from East 
Germany on the spot where a villa be- 
longing to Goebbels, Hitler’s propa- 
ganda chief, used to stand. 

Since then he and a staff of eight have 
been hosts to nearly 300 conferences 
with more than 6,500 participants. With 
Mr Stone’s seemingly limitless contacts 
and sure touch in puncturing the pomp- 
ous, the small gatherings attracted well- 
chosen people for no-nonsense talk on 
subjects such as the future of Germany, 
the Polish mess and anti-Americanism in 
Europe. The meetings were highly val- 
ued—not least by the Russians, who 
turned up, along with representatives of 
the three western powers in Berlin as well 
as the West German president, Mr Rich- 
ard von Weizsiicker, to say goodbye to 
“Shep” Stone. 

He is handing over the Aspen job to 
another American, Mr David Anderson, 
to spend more time on his farm in Ver- 
mont. But Berlin has not seen the last of 
him. Five years ago he became an “hon- 
orary citizen” —a compliment made to a 
select few, including Tsar Nicholas I and 
Willy Brandt. Among other things, the 
honour means that he can use Berlin 
transport free of charge. 





testing that they did not want to go—in the 
hope that this would stop the rot. It hasn’t. 
The demands for change at home are in- 
creasing and so are the applications to emi- 
grate. The exact number of those seeking to 
leave for good is not known, but some peo- 
ple in Bonn reckon it could be over 100,000. 
Last year about 19,000 people were allowed 
to emigrate. 

The Protestant church has become a fo- 
cal point for East Germans, whether or not 
they are churchgoers, who dislike the gov- 
ernment. It provides a forum for open dis- 
cussion which the state does not. Flooded by 
calls for aid from would-be emigrants, the 
church tries to help specially needy individ- 
uals while stressing that it is “no tourist of- 
fice for one-way trips west." It constantly 
urges East Germans to stay and work for a 
better society, while telling the government 
that it must be ready for a "critical 
dialogue." 

Is i? Mr Honecker himself may 
conceivably be. When Bishop Werner 
Leich, a leading Protestant, gave him 
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2.4 Py hae wa? 

a ‘ote list of grievances last mem we got a 
sympathetic hearing (though no: promises). 
Mr Honecker has also hinted to western vis- 
itors that the whole procedure for approv- 
ing visits and emigration to the West may, 
for the first time, be given a proper basis in 
East German law. 

So far there have been no clear criteria 
for saying who can go, and no means of re- 
dress for frustrated applicants who believe 
their requests have been thwarted by mere 
bureaucratic whim. The number of East 
Germans visiting West Germany has re- 
mained close to last year's high level, and 
there have even been some improvements 
for people going the other way. For in- 
stance, since March 1st West Berliners are 
allowed to stay overnight in East Berlin 
when they go to visit friends and relatives 
there, instead of having to be back across 
the wall by midnight. 

Yet, among such encouraging sign- 
darker ones are evident. Several churc 
newspapers have been censored; people 
dropping i in to churches in East Berlin and 
other cities have been checked by security 
men; more demonstrators have been ar- 
rested. It has caused particular concern in 
Bonn that Mr Wolfgang Vogel, a lawyer and 
close aide of Mr Honecker, had to back 
down when he tried to arrange milder treat- 
ment for some of those arrested in the Janu- 
ary demonstration. The West German gov- 
ernment has often quietly solved tricky 
inter-German issues (such as the exchange 
of prisoners) thanks to Mr Vogel's direct 
line to Mr Honecker. That line may not be 
as effective as it once was. 

It is plain that Mr Honecker faces grow- 
ing resistance among his senior comrades to 
his policy of relaxation, because relaxation 
is not what it has produced. 








Soviet Union 


A red-blue world 
for ever? 


AS Mr Mikhail Gorbachev, unlike any 
previous Soviet leader, come to accept 
that the capitalist-democratic world is here 
to stay, and will not be swept away by the 
"verdict of history”? For some optimists, the 
fact that Mr Gorbachev admits commu- 
nism's need of another revolution, talks of a 
"common European house" and is willing 
to experiment with market forces means 
that the answer is Yes. lt isn't so simple, 
though Mr Gorbachev has indeed moved 
on to new ground. 
his rise to the top in Moscow, ref- 
erences to "the class struggle in interna- 
tional relations" were dropped from the 
Communist party's programme. More re- 
cently, the Soviet leader has attempted to 
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Khrushchev could smile too 


give some theoretical foundation to the idea 
of coexistence as a lasting, possibly perma- 
-?nt, state of affairs. At last November's 

iniversary of Russia's revolution, he said 
that "an alliance between socialist and cap- 
italist states became possible" when they 
were both confronted by fascism. Could the 
"threat of a nuclear disaster" and the need 
“to overcome the ecological danger" 
achieve the same result? 

Mr Gorbachev proceeds by hints. The 
capitalist countries may have an economic 
interest in disarming: compare the West 
German and Japanese miracles, in countries 
with comparatively low military spending, 
with the relative decline of America. Mr 
Gorbachev then tiptoes into a proposition 
which might, indeed, imply permanent co- 
existence. He talks of the tempting prospect 
that a restructured Soviet Union could be- 
come part of a world market, “an enormous 
and very rich country joining the universal 
division of labour and resources on a scale 


which has never been seen before”. 





















FROM OUR SPECIAL CORRESPONDENT IN BUDAPEST 


WW their politicians talk grandly 
of Europe's common home, mil- 


lions of East Europeans wonder sadly 
when they might get a home of their own. 
The shortage of decent housing remains 
desperaté in much of the communist half 
of Europe. The East Germans, with an ex- 
pensive housing programme, reckon to 
have the problem under control. Else- 
where the prospects are bleaker. In Po- 
land the wait for a flat is up to 20 years. 
To ease the pressure, Hungary has 
been encouraging house-building by pri- 
vate individuals and co-operatives. Many 
Hungarians put enormous effort into 
building their own homes. The housing 
shortage is still great, because private flats 
are hugely expensive. But for those who 
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Khrushchev, back in the 1950s, also had 
dark thoughts about nuclear doom. Do Mr 
Gorbachev's go further? Khrushchev 
thought of a Russian-American deal as a 
pseudo-peace under which pro-Russian 
"movements of national liberation" could 
tip the balance in favour of the communist 
world. Mr Gorbachev also looks to a deal 
between the two nuclear giants as the 
premise of coexistence. But he may have 
added another theme. Fedor Burlatsky said 
in Literaturnaya Gazeta in December that 
it was now necessary to "stop trying to im- 
pose one's own social system on other coun- 
tries and peoples of the world and abandon 
all efforts to order these people about". A 
Pole might scratch his head. 

How far does Gorbachev coexistence 
differ from Khrushchev coexistence? Both 
Soviet leaders saw the idea as a way of shift- 
ing resources from military to civilian uses, 
and of getting western investment. In the 
Khrushchevian vision the United States was 
the main potential investor and provider of 
advanced technology. Mr Gorbachev seems 
to see Western Europe doing a larger part of 
the job—especially West Germany. 

The second difference is that, for Mr 
Gorbachev, the world is a more complicated 
place. Khrushchev seemed to think that, if 
the two superpowers could agree, they could 
then impose their agreed solution on their 
respective spheres of influence: including, in 
Russia's case, China. Mr Gorbachev has 
made it plain that he wants to mend bridges 
with China. His foreign minister's travels to 
various parts of Europe are a reminder of 
Russia's enthusiasm for Western Europe. 
The world, for Mr Gorbachev's Russia, is 
not just a two-power place. 

The suspicion remains that the perma- 
nence of Mr Gorbachev's ideas about coex- 
istence cannot be counted on. His starting- 


The house that Janos built 


do have the money—Hungary is reputed 
to have quite a few dollar millionaires— 
there is a chance of spacious residences on 
the Buda hills, with a splendid view over 
the city, a private garage and all modern 
conveniences. 

In the past few years the area around 
Tuske Street has been sprouting ostenta- 
tious villas that could grace—aesthetes 
might say disgrace—any western suburb. 
A lot of people resent the flashy “Tuske 
Street mob". But the government is un- 
moved: Hungary's successful entrepre- 
neurs and professional people have few 
other ways of investing their earnings, so 
why not let them build these “palaces”? 

More of them are planned. A Hungar- 
ian co-operative has joined forces with a 
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point is the need for East and West to co- 
operate against the threat of nuclear war. 
Would that co-operation last if, as Mr 
Gorbachev claims to believe, nuclear weap- 
ons can be abolished within the next dozen 
years! Mr Gorbachev is too intelligent to 
think that nuclear abolition is possible in 
anything like that time. The nuclear-fear ar- 
gument for coexistence will last well into the 
next century, if not for ever. 

The bigger cause for doubt is the con- 
nection between Mr Gorbachev's views on 
coexistence and the prospects for 
perestroika. Coexistence-aided — disarma- 
ment would help the rebuilding of the So- 
viet economy. But disarmament is unlikely 
to be popular with Russia’s generals. And 
perestroika itself is resented by many of the 
country's bureaucrats and apparatchiks. Be- 
tween them, the forces of opposition could 
yet beat Mr Gorbachev. If they did, his 
musings about the future of coexistence 
would come to an abrupt halt. 

——— 





Hungary and Romania 


Fleeing to a 
home-from-home 


FROM OUR SPECIAL CORRESPONDENT IN HUNGARY 


N THE night of April 12th a young 
couple crossed over the Zold Mezo, a 
stretch of wood and grassy land which di- 
vides Romania from Hungary. They were 
lucky. They escaped the vigilant eye of the 
Romanian border guards. They had left all 
their belongings behind. What mattered was 
that they had got out of Romania. 
Over the past three months something 
highly unusual has been happening: citizens 





Communists witha capitalist face | 


western company and is offering to build 
houses in Budapest (and holiday homes 
elsewhere) for Hungarians living in the 
West who would like to come back. The 
cost for a home is between $50,000 and 
$130,000, and the building time is 18 
months. At least 1,000 people are said to 
be interested. 
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from one communist country seeking refuge 
in another. The thousands of refugees are 
from Transylvania, the chunk of Romania 
where about 1.7m ethnic Hungarians live. 
“We are not going back”, a young doctor 
explained. "My children cannot learn Hun- 
—— garian in Romania. Our culture is repressed. 

— That is why I want to live in Hungary.” Oth- 
ers leave for economic reasons. "There isn't 
enough food", one Hungarian said. "We are 
so surprised and grateful to have hot water 
and warm food here in Debrecen.” 

Some cross the border illegally, without 
passports. Some have the special border- 
zone pass which allows them to enter Hun- 
— gary several times a year for a limited period. 
— — Others have passports which are valid for 
— only 30 days. Since January over 8,000 Hun- 
; ians who have got out of Romania have 
formally applied for permanent residence in 

— Hungary. So far 1,800 of them have been 
-— granted residence and work permits. The 
— — rest are waiting. 
E Finding work for the refugees has been 
— fairly easy. Most are skilled workers aged be- 
— — tween 18 and 35 who have found jobs in the 
mines and on building sites. The Hungarian 
government recently set up a 300m-forint 
($6.2m) "settlement" fund to provide edu- 
— cation, health and shelter for the refugees. 
— [n Debrecen, close to the border, about 60 
— — people a day pass through a well-run hostel 
—— onthe outskirts of the town. There they are 
— fed and clothed for one week, during which 
— time they are expected to find a job. 

The Protestant churches, to which 2096 

of Hungarians belong, are playing am in- 
creasingly important role. Since January 
more than 700 refugees have gone to Debre- 
cen's main church to seek advice, clothes, 
the necessary papers and housing. The 
church is now organising. money-raising 
events with the aim of giving each new ar- 
rival a "start-up capital" of 1,000 forints. In 
Budapest one church has become a sort of 
citizens' advice centre. Every Friday evening 
volunteers distribute food, money and 
clothes to the new arrivals, while managers 
from local firms turn up to interview the ref- 
— — ugees. On April 17th a member of the Acad- 
— emy of Sciences delivered a half-hour "ser- 
— mon" on the history of Transylvania, to 
long applause. 
i, Most Hungarians welcome the newcom- 
ers. Every third Hungarian has a relative in 
Transylvania, and all know how oppres- 
—— sively Romania's President Ceausescu runs 
his country. But the exodus.is inevitably 
- causing difficulties. 

Many of those arriving in Hungary have 
left their families in Romania. "We have no 
influence with the Romanian authorities on 
this,” says.a senior official in Budapest. “We 
— tell Hungarians to think twice about settling 

here if they have left their families behind.” 
Housing is another worry: Hungarians wait- 
ing in the queue for flats may start to resent 
the priority given to the refugees. And off- 
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cials are nervous that Hungary may become 

part of an escape route to the West. "We are 

not à transit country," says one man from 

the interior ministry. "As it is, there are too 

many Hungarians scattered through the 

vei We want ethnic Hungarians to stay 
ere. 





Albania and Greece 


A door now ajar 


FROM OUR ATHENS CORRESPONDENT 


NCE-PARANOID Albania seems to 

be recovering from its fear of the out- 

side world, with its Greek neighbour as 

friend and nurse. On April 17th the two 

countries’ foreign ministers met in loan- 

nina, a town just. south of their common 

border, and signed a remarkable agreement 
for cross-border trade. 

The idea is to encourage local business 





"m 


Malile sober, Papandreou impressed 
and travel across the rugged 154-mile land 
frontier, and between Corfu island and the 
Albanian coast, which will be linked by a 
ferry service. Thousands of tourists will be 
able to get a glimpse of an Albania moving 
slowly away from isolationism, which des- 
perately needs foreign exchange while its 
constitution prohibits foreign loans. 

Greek-Albanian trade has been small. 
In 1986 Albanian exports to Greece were 
worth $56m (mainly from sales of peak-pe- 
riod electricity), while Oreek exports were a 
mere $6m. The new cross-border trade 
agreement is expected to add up to a quarter 
to the regular trade flow. Its political and hu- 
man significance will.be greater. Until now 
crossing has been limited to two land routes, 
by way of Kakkavia and Krystalopighi, and a 
weekly Athens-Tirana flight by Olympic 
Airways, the Greek national airline. 

The Greek government wants to make 
contact easier between the 200,000-strong 
Greek minority in Albania and their rela- 








tives on the Greek side. Some progress has 
already been made. The number of Greek 
visitors to Albania increased from 1,265 in 
1985 to 4,673 in 1986 and over 6,000 in 
1987. In 1983 only 42 Albanian Greeks 
were allowed to visit their families in Greece; 
that number rose to 301 in 1985, 465 in 
1986 and more than 500 in 1987. 

Political contacts were strengthened by 
last week's official —and genuinely cordial— 
visit to Greece by Albania's foreign minis- 
ter, Mr Reis Malile. Mr Malile had im- 
pressed the Greeks as a sober and unbigoted 
politician when the Balkan foreign ministers 
met in Belgrade in February. Greek minis- 
ters take some credit for inducing Albania 
to join in; they insist they are not concerned 
only with their minority in Albania, but also 
with the need to consolidate peace in the 
Balkans, to keep outsiders away. 

As a sweetener, Greece renounced all 
territorial claims on the region of southe 
Albania that it calls North Epirus; and 
August 1987 it terminated the theoretical 
state of war between the two countries that 
had lasted since Italy attacked Greece across 
the Albanian mountains in 1940. The post- 
1945 Albanian regime refused to discuss this 
event, declining all responsibility for the ac- 
tions of its Quisling predecessor. 

. Some Greeks are annoyed that their 
prime minister, Mr Andreas Papandreou, 
has agreed to visit his neighbour officially in 
May or June. They accuse him of making 
substantial concessions to Albania without 
securing in return guarantees for the Greek 
minority's human rights which, according 
to a report by Amnesty International in 
1984, have been harshly violated. The 
Greeks complain that they are denied the 
right to practise their Orthodox religion. 

The Greek government argues that the 
minority is already better treated because re- 
lations are better, Yet it readily admits that 
there is a limit. “We cannot demand tt 
the minority should.be treated better th 
the rest of the people,” said an official, “es- 
pecially in a country that prides itself for be- 
ing, constitutionally, the only atheistic 
country in the world." 





Single European market 


To 1992, by fur 
means or foul 


FROM OUR BRUSSELS CORRESPONDENT 


It sounds too wonderful to be 
true. According to a study pub- 
lished by the European Com- 
mission, the creation of a fron- 
tier-free market within the 
European Community could 
generate 200 billion ecus ($240 billion) of 
extra wealth and provide up to 5m new jobs. 
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school of Management 


Executive 


Education Programs 





The MIT Program for Senior 
Executives 


A nine-week general management 
program, suitable for a broad range of 
top-level general or senior functional 
managers from a wide variety of 
backgrounds. 


An interdisciplinary study of manage- 
ment and the economic, social, and 
technological environment of the 
organization. The Program addresses 
major current concerns of senior man- 


agement, including global competition, 


human resource management, and 
information systems technology 


Offered twice yearly, from March to May, 


and from September to November. 
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The Alfred P. Sloan Fellows 
Program 


A twelve-month program leading to 
the degree of Master of Science in 
Management, designed to broaden 
and develop outstanding but typically 
specialized mid-career executives for 
more general and senior management 
responsibilities in the future 


Applicants should be in the middle-to- 
upper-middle management or staff 
positions with approximately ten to 
twelve years experience 


Applicants are nominated and spon- 
sored by private and public sector 
organizations, selected by MIT, and 
appointed Alfred P. Sloan Fellows 


The Management of Technology 
Program 

A twelve-month program leading ! 
the degree of Master of Science in thi 
Management of Technology offered 


jointly by the MIT Schools of Engineer 

ing and Management, for women and 

men with engineering or science back 
grounds, and five to ten years technica 
work experience 


Short summer programs in functional 
areas are also available. 


Executive Education Programs 

MIT School of Management, E52-126D 
Cambridge, Massachusetts 02139 
Telephone: 617-253-7166 

Telex: 79761 (MIT SLOAN UD) 

Fax: 617-258-6002 
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Sales increased by an average annual Profits increased by an average 
rate of 14% during 1978-1987. annual rate of 28% during 1978-1987 
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Investments in fixed assets and 

Pre-tax return on capital R & D amounted to MSEK 30.000 

=mployed increased from 16% in 1978 (US$5 billion) during 1978-1987 
to 23% 1987 Equivalent to 13% of sales. 


> financial performance- between 1978 and 1987 aerospace and 
mwomotive earnings self-financed investments and increased working 

ital. During the same period solvency (equity/assets ratio) bas been 

reased from 32 to 50%. Earnings have improved for the eleventh 
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BRITAIN 


Public and private pay 
% increase on previous year to March 31st 


A* any good manager to list the main 
tools of management. Wages, bonuses 
and incentive pay will come near the top. 
Yet in the public sector—which employs a 
quarter of Britain’s workforce—most man- 
agers have no control over staff pay. Since, 
for many of them, pay accounts for two- 
thirds or more of their budget, that drasti- 
cally restricts their freedom to manage. 
| This week's average pay rises of 434% 
for teachers, 15% (with wide variations be- 
_ tween grades) for nurses, 8% for doctors and 
lentists, 542% for top public servants and 
3^6 for soldiers all stemmed from indepen- 
dent advisory groups or pay-review bodies. 
They were approved by ministers more con- 
cerned about presentation and politics than 
management. Health-service politics even 
overcame the penny-pinching of the Trea- 
sury, which is taking £750m from its reserve 
for “unforeseen” contingencies to help 
health authorities meet their new bills. 

The awards were big enough to confirm 
last year's signs that the public sector is mak- 
ing up ground lost to the private sector in 
the 1980s—rather as the Clegg comparabil- 
ity awards of 1979-80 made up ground lost 
in the 1970s. The biggest difference between 
the two periods is that, in the 1970s, public- 
service workers were losing in real terms 
while in the 1980s they have been gaining— 
though not as fast as the private sector (see 
chart 1, which does not include this week's 
increases). Some groups in the public sector 
have been doing better than others. The po- 
lice never lost any ground at all, thanks to 
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Pay increases, 1987-88 on 1980-81 


their indexation formula. Even before the 
latest awards, nurses and teachers had more 
or less caught up. Other groups still have 
some way to go (see chart 2). 

A search for logic in this different treat- 
ment of public employees is fruitless: there is 
none. It reflects four ill-assorted methods of 
pay determination. In descending order of 
the pay rises they produce, these are: 

e Indexation. Pay for the police (and fire- 
men) has been indexed to average earnings 
since the 1978 Edmund-Davies report. As 
overtime, bonuses and ift come on 
top of that, the effect of the formula is to 
paces that police earnings always rise 
ter than average earnings—which, if ex- 
tended, could mean a constable overtaking a 
judge in 20 years’ time. The formula is being 
reviewed this year. 
€ Review bodies. Doctors and dentists, 
nurses, top people and the army have their 
pay fixed in the light of i review- 
body reports. The government can overrule 
the advice, but does so only rarely. More of- 
ten, it has introduced recommended awards 
in stages to reduce their first-year cost. 
Teachers have an interim review body pend- 
ing agreement on permanent arrangements: 


its advice is independent, but it has to oper- 


ate within a cash limit set by the govern- 
ment. If you include the teachers, review 
bodies now set pay for a quarter of the 
state's 5m employees. 

€ Unconstrained Local au- 
thorities negotiate the pay of their 1 Vom em- 
ployees at a national level and under pres- 














sure (which may include financial pressure) - 
from the government. But they have bee 
free enough recently to give some pretty big 
national rises, allegedly in response to re- 
cruitment problems even though these are 
not uniform round the country. L 
€ Constrained bargaining. Those on the — 
tightest rein are the civil servants and the ~ 
health-service ancillaries, whose pay is fixed — 
by central government after rudimentary — 
and capone gordo: E 
is mi of arrangements prò- 
duces unpredictable results: nobody would — 
have expected a third-term Mrs Thatcher to " 
preside over a public-sector pay boom. lt - 
also causes resentments, for instance be 
tween speech therapists, who have no re- 
view body, and physiotherapists, who do. 
Worst of all, it makes the job of adapting the 
structure of public-sector pay all but impos- 
sible. The public sector has been bad at — 
adapting to local market conditions—pay is. 
the same in north England, where every va- 
cancy attracts hundreds of applicants, as in 
the south (where often nobody can be te — 
cruited). And it has been slow to introduce _ 
incentive pay. om 










The search for incentives | 
Public-sector pay is slowly becoming more 
flexible. The Treasury, for instance, is in the 
middle of negotiating deals with the civil- 
service unions that will allow more incentive - 
pay and greater local freedom. In the health — 
service, managers are on short-term con- 
tracts with a large performance-related ele- _ 
ment—and this system is being ded 
downwards. The recent Ibbs report on the 
civil service recommended the establish- - 
ment of semi-autonomous agencies to han- 
dle much routine government work. The 
logical implication is that agency managers — 
will have more control over pay, too. 4 
Three big obstacles stand in the way of. 
further developments on these lines. One s 
the Treasury, which recognises the case for — 
rmance-related pay and local flexibility — 
worries that giving too much freedom to. 
local managers might mean loss of control 
over the total public-sector pay bill. One ree 
ply is that the Treasury has less-than-perfect — 
control already. More important, putting — 
work out Jeder itive Derbi p 
pay exp ere are ho signs that 
the compulsory tendering being haa f 
for local authorities may stop them conced- — 



























The 1987 Wincott award for finan- 
cial journalism has been won by our 
economics editor, Clive Crook. 
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| 3 ‘Cured by a review body 


- ing big rises to their manual workers. 

— The second obstacle is the unions. Even 
= more than the Treasury, they hate the 
— thought that pay determination will be 
~ taken away from national control. Seen the 
— other way round, though, this is an advan- 
tage. Decentralisation of pay bargaining 
~ could be a big step towards weakening the 
` -unions' strong grip in the public sector. 

— The third problem is the existence of 
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Divide and merge 





E IS often paid out to people who also 
have unemployment benefit, and 
many of those receiving it get housing 
benefit too; yet social security is the 
responsibility neither of the Department 
of Employment, nor of the Department 
of the Environment; nor yet is it adminis- 
tered by the Inland Revenue. It sits, un- 
easily, in the health department. Soon 
that may change. 

The prime minister is known to hate 
fiddling with the machinery of govern- 
ment. Her predecessor, Mr Edward 
Heath, sometimes used the restructuring 
of departments as a substitute for im- 
provements in policy. As a reaction, Mrs 
Thatcher has barely touched the struc- 
ture of Whitehall, especially since 1983. 
Yet even she is beginning to accept the 
logic of a split in the Department of 
Health and Social Security. 

The realisation may have been has 
tened by the disappointing performance 
of the man who runs the monstrosity, Mr 
John Moore. Never an outstanding per- 
former in the House of Commons, a 
bout of illness has made him worse. His 
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the indexation arrangements and the review 
bodies. Indexation is a hopelessly inflexible 
formula. The review bodies have shown that 
they take some account of labour-market 
trends—notably in giving bigger pay rises to 
the senior and the skilled than to the junior 
and unskilled. But they have been heavily 
imbued with the 1970s “comparability” ap- 
proach. And review bodies are not a good 
way of introducing more local flexibility or 
performance-related pay. 

The best solution would be to scrap 
indexation and the review bodies. Instead, a 
pay commission might, every four years, 
look at public-sector pay across-the-board to 
identify recruitment or other problems. Pay 
for public employees would then be fixed by 
local managers, taking account of their local 
labour markets but under the spur of com- 
petition to prevent rises (or falls) in pay lev- 
els getting out of hand. 





Poll tax 


Choppy waters 


UCH is the size of the government's ma- 

jority in the House of Commons that 
even the biggest revolt by Tory backbench- 
ers since the general election failed to ex- 
tract fresh amendments to the poll-tax bill. 
The revolution will now be exported to the 
House of Lords, where arm-twisting by gov- 




























department not only accounts for nearly 
half of government expenditure; with 
the introduction of socialsecurity re- 
forms and the continuing row over the 
state of the health service, he is the butt 
of two of the opposition's main lines of 
attack on government policy. 

Rather than sack him from the cabi- 
net, which Mrs Thatcher might see as 
cruel and unnecessary, she may decide to 
leave him in charge of health but take the 
social-security brief away from him at the 
next cabinet reshuffle—probably early 
next year. The question then is: does she 
attach it to employment or leave it as a 
freestanding department? The latter 
course would involve increasing the size 
of the cabinet by one which might make 
the group even more unwieldy, but has 
the advantage of allowing her to elevate 
one of her many talented ministers of 
state. The former would put Mr Norman 
Fowler, now employment secretary, back 
in charge of the social-security reforms 
that he designed. The trade unions have 
been legislated into submission; Mr 
Fowler needs more work. 


- BRITAIN 


ernment whips may prove less effective. 

Mr Nicholas Ridley, the environment 
secretary, is clearly worried. He made a dry, 
unconvincing speech in the House of Com- 
mons against the proposal put forward by 
Mr Michael Mates, to relate the level of the 
poll tax to income. To hoots of derision, he 
claimed the poll tax was, of all systems of lo- 
cal tax, the most closely attuned to ability to 
pay. Mr Michael Heseltine, his predecessor 
but three, said that when he was at the De- 
partment of the Environment the idea of a 
poll tax was rejected outright. He told Tory 
backbenchers that it would hurt precisely 
those people who had helped to win the 
party three elections in a row—thrifty, but 
far from well-off, people living in low-rated 
houses. 

Following his lead, 38 Tory backbench- 
ers voted against the government and per- 
haps ten more abstained. Whips said after- 
wards that only half the culprits were regular 
rebels; the rest were usually staunch govern- 
ment supporters. Mr Mates himself is one of 
the latter group; he tabled his amendment 
only because months of private negotiations 
with ministers had failed. 

Mr Ridley promptly claimed that the 
Lords, who will probably give the bill its sec- 
ond reading in the week of May 9th, would 
have no right to amend it. The poll-tax pro- 
posal was in the Tories’ election manifesto, 
he said, and the non-elected chamber tradi- 
tionally does not make big changes to such 
legislation; moreover, financial bills are not 
usually altered by the upper house. 

Opponents of the poll tax retorted that 
the Tories had promised to replace the rates 
with a “fairer” community charge (the gov- 
ernment’s euphemism for poll tax). The 
Mates amendment would, claim its support- 
ers, make the tax just that. And clerks at the 
House of Lords say their lordships would be 
quite within their constitutional rights if 
they voted for a version of the Mates amend 
ment. This is not a “money” bill—like the 
finance bill which implements the budget— 
and therefore untouchable by the Lords. 
While any change to financial measures 
could, in theory, infringe the privileges of 
the Commons, the elected chamber has in 
the past tended to waive its claim on bills 
dealing with local rates. Indeed the poll-tax 
bill for Scotland was amended by the Lords. 
As long as any amendment did not require 
extra money to be raised (and the Mates 
amendment would not), the Lords would be 
free to pass it. 

The bill's opponents have just over a 
fortnight to mass their troops. Labour peers 
will certainly vote against the bill, but they 
would prefer a Conservative to lead the as- 
sault. Two former ministers, Sir George 
Young and Mr Timothy Raison, who helped 
to plot the Commons revolt, will meet next 
week to discuss tactics. The question is: who 
will be Lord Mates? 

Lord Rippon, a former environment 
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secretary, has decided, reluctantly, to sup- 
port the government. Lord Prior, also for- 
merly in the Cabinet, may be too busy as 
chairman of GEC, an electrical company. 
Another former cabinet minister, Lord St 
John of Fawsley, has already made explor- 
atory noises and could probably expect the 
backing of other Heathite ex-ministers like 
Lords Pym and Carlisle. 





Schools 
Choosing to be 
different 


HE House of Lords started considering 

the education bill this week, and their 
lordships promptly divided into some un- 
usual alliances. Churchmen and socialists 
are both hostile—for different reasons—to 
the idea of allowing schools to opt out of lo- 
cakauthority control. That axis was 
strengthened at the bill's second reading 
when the usually conservative Bishop of 
London voiced alarm over the proposed ab- 
olition of the Labour-controlled Inner Lon- 
don Education Authority. From the left, 
one of ILEA’s former chief officers, Lady 
Blackstone, found herself agreeing with a 
former Conservative education secretary, 
Lord Joseph, that the proposed national 
curriculum may be too prescriptive. And 
peers who support consumer choice, from 
both sides of the house, would like the bill to 
give more encouragement to new kinds of 
schools. 

The education bill does more to create 
uniformity in schools, through a common 
curriculum, than to encourage diversity. 
The opting-out provision is designed to 
break local authorities’ monopoly of state 
education, but explicitly prohibits opted- 
out schools from changing their character. 
Lady Cox, of the radical-right Hillgate 
Group, would like, though does not expect, 
the government to allow schools to opt in: 
that would allow a private school to enter 
the state system and take pupils, regardless 
of their ability to pay. Without some such 
change, the state may end up providing 
quality but not variety. State schools will be 
as similar as branches of Marks & Spencer; 
there will be no specialist boutiques, 

Some left-of-centre consumerists share 
that worry. Lord (formerly Michael) Young 
of Dartington, a founding father of the Brit- 
ish consumer lobby, will propose an amend- 
ment to allow parents and teachers to start 
new foundations to run opted-out schools. 
They could be similar in constitution to the 
city technology colleges, the only special-in- 
terest schools provided for in the bill so far. 
Lord Young believes that the crcs will be 
too big, and would like the foundations to 
start small schools in cities and replace 
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It says, let us opt in as opted-out 


closed ones in villages. He would also like to 
see schools which emphasise subjects such 
as the visual arts, ecology or outdoor pur- 
suits. They might be similar to American 
magnet schools, but Lord Young is particu- 
larly inclined to look for models to Euro- 
pean countries such as Denmark, where any 
group of parents with more than 27 children 
can start a school of their choice and have it 
paid for by the state. 

Both Lord Young and Lady Cox believe 
that the character of many new schools 
would be religious. It is already possible for a 
religious school to opt in to the state system 
by becoming “voluntary aided”, with the 
state paying all its running costs and 85% of 
its capital. But 99% of aided schools are 
Christian. There are no Islamic ones to 
serve the country's Im Muslims. 

Islamic schools pose a dilemma for the 
education authorities, mainly Labour-con- 
trolled, in areas with many Muslims. Some 
have been reluctant to approve Islamic 
schools because they do not want to create 
ghettos and reckon that these schools treat 
girls badly. Labour's parliamentary educa- 
tion spokesmen have now tried to set aside 
such fears, in a consultation document ac- 
cepting separate religious schools as long as 
they produce a satisfactory curriculum. Mr 
Jack Straw, the shadow education secretary, 
claims that his party's local leaders are 
broadly sympathetic to such a policy. Some 
otthem are not. 


Shipbuilding 


oinking fast 


WEEN British Shipbuilders was consti- 
tuted out of Britain’s nationalised 
shipyards in. 1977, it employed 87,500 peo- 


ple. Today's small company of the same 
name employs fewer than 6,500. “Small” in 
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one way, not in another; its trading loss im 
1986-87 was £148m, or more than £206 20 
per worker. Little wonder that the govern- 
ment would like to get rid of it. (1 

Mr Kenneth Clarke, the industry minis? 
ter, told the House of Commons on April) 
18th that Kvaerner Industries, a Norwegian s 
shipbuilding firm which has found labour” 
costs in its own country too high, is negotiat — 
ing to buy the Govan yard, on the Clyde 7 
part of the nationalised group. That would 
reduce employment in the state-owned © 
rump to about 4,500. Two other divisions— 
Appledore-Ferguson, whose yards are split. 
between Devon and Scotland, and the 
Clark-Kincaid marine-engineering works in — 
Greenock—are also likely to be sold soon. 

If all the planned sales take place, only © 
North East Shipbuilders in Sunderland ~ 
would remain. That yard is building 24 fer 
ries for a Danish buyer, but the contract has ^ 
run into difficulties. The yard and its 3,000 — 
workers now look threatened, unless help — 
comes from the East. Japanese visitors have i 
been impressed by the facilities at Sunder- — ] 
land, and a technology-sharing operation $ 
between North East Shipbuilders and a Jape ^ 
anese yard is possible. That, north-eastern- _ 
ers hope, may presage greater things. Japan's 
shipbuilding industry has been hard hit by 
the rising yen, leading to rumours that a Jap- | 
anese company might soon acquire a Euro- 
pean yard. Nissan of Japan is happy with its 
car factory near Sunderland. 

Even to those weary of saloon-bar tales ^ 
about Britain's industry, the collapse of 
shipbuilding is remarkable. Earlier this cen- 
tury Britain built more than 6096 of the 
world's tonnage. After the second world war _ 
more than 100,000 people were employed in. .— 
the industry. As late as 1961, 40,000 Glas 
wegians worked in the yards. Twenty years 
later, Clydeside had just 12,750 shipbuild- 
ers. Last September the order books of Brit _ 
ish yards were smaller than those in Roma- 
nia, Denmark and India. In September 1977 
Britain accounted for 5.396 of world orders; — 
ten years later, for 1.2%. 

Most of Britain has not noticed the — 
change. Only children who lived in 
Clydeside, north-east England, Birkenhead 
or Barrow got taken to see the launch of a — 
big ship, and never forgot it. Yet the indus — 
try was not as localised as it seemed. Ship- 
building is an assembly business. Every ves- 
sel had engines from the west midlands, — 
textiles from the north of England, glass - 
from anywhere. Many other businesses, 
over Britain, went bust when the shipyards 
did. 

Why did they? There was no shortage of 
warnings after the second world war that 
Britain's dominance of the world market 
would not last. Shipbuilders were told to 
build new yards, not patch up old ones; to 
buy new cranes; to prefabricate ships rather 
than make them in one dock. Partly because 
they feared that the unions would not allow _ 
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ponded too late. Shipbuilding © 
equired advanced bolo! By rs 
ritain's' shipbuilders had stopped 
ng about foreign subsidies, the Japa- 
nd then the South Koreans, had com- 
nsively undercut them. — 

ose who believe that British fas 
g still has a future talk, like all of Brit- 
etal- bashing industry, of high value- 
d niches in the world market. For 
ple, cruise ships. The day after Mr 
ke's announcement, Harland & Wolff, 














ve years ; British banda insti- 
ons have realised it.. Now the 
cans are cottoning on too. Catch 
s when they are taking the biggest 
| decision of their life—to buy a 
and you can-hook them into tak- 
aller decisions too. | 

e Prudential, Britain's largest in- 
e and. financial-services company, 
-Britain's largest estate agent. By 

d of last year it. had spent £180m 
quiring -mor 





ion on buying and selling houses is small 
seer: the reward comes from persuading 
ousebuyers. to take up. endowment 
mortgages and building insurance. The 
u arranges mortgages for 3096 of its 
iome-buying customers, and life assur- 


he customers are amenable, they may 
ater get a knock on their door from a 
ru salesman with a briefcasé-full of life 
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Number of outlets , 
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tional Association of Estate Agents 

urance, unit trusts and pensions. 

Banks and building societies have 
ied the shopping spree. Lloyds Bank's 
lack Horse chain is now lying second to 
ie Pru among estate agents (see table), 
ith Hambros, a merchant bank, in 











alifax are the large: t building so societies 


: me, sweet money 


agents accounted for about 1,300 of the - 


«than. 600 outlets in. 
ich to meet customers. The commis- 


ce or pensions for a quarter of them. If. 





hird place. Nationwide Anglia and the. 


ate-owned Belfast shipyard, -announc 


that it intended to build the world's largest 


cruise liner, a floating Benidorm. code- 
named “The Ultimate Dream”. Providing, 


of course, that satisfactory financing (mean- 


ing more government cash) is forthcoming. 
Reaction in. Whitehall ranged from luke- 
warm to tepid. In the short term, keeping 
the yard open costs less than closing i it. But 
ministers remember that in 1912 the Belfast 
yard built what was then the world’s $ largest 
liner; name o Titanic. T 





in ihe: estate-agency SEN but Abbey -| 
National announced six months ago that. 


it wants to build up a network of 1,000 
estate-agency outlets in five years. Only 
18 months ago, the 12 largest estate 


industry's 14,000 branches; now di 
own close to 4. 000. = 

They are soon to be eee by an. 
American company, ene 21, the « 


largest estate-agency franchise operation 
in the world. It already has about 6,000- 
estate agencies under its wing in America 
and has spread to Canada, Japan and 
France. This week it announced its in- 
tention to woo agents in Britain. It will 
not buy them; just charge them to join its 
franchise. For a. £2,500 initial registra- 
tion to cover the first five years, plus 8% 


of turnover a year, they will have access | 


to Century 21's considerable marketing - 
muscle; and the American firm will win 
access to their clients for other financial | 
services. The estate agents will also have. 
to stump up £5,000—10,000 to put the” 






Century stamp on their shopfronts, for- a 


sale boards, facias, and stationery. | 
Will it catch. on? Mr Trevor Kat of 7. 
the National Association of Estate | 
Agents, is sceptical. Not only does he 
consider the Century. deal expensive; he | 
simply cannot imagine the staff in British 
estate agencies being prepared to waltz © | 
around like fast-food vendors in Centu- — 


cit tee 


ty's obligatory yellow jackets. 
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B MOST NA countries Dens are 
the kernel of the bureaucracy: Not so in 
Britain, where snooty ministers and manda- 
rins have always looked down on their pro- 
fessionally qualified assistants. Low status 
and relatively poor pay have combined to 
deter bright youn, lawyers from joining the 
government's legal service. This week's re- 
port from the civil service commission notes 
that only 50 out of 91 vacancies for govern- 
ment legal advisers, and 189 out of 450 va- 
cancies for the Crown Prosecution. Service 
(CPs), were filled in 1987, | 

The establishment of the ops in Octo- 
bei 1986 first drew attention to the shortage. 
of government lawyers. It-took over from 
the police the task of preparing prosecu- 
tions, only to find that many police’ forces. 
had never set up solicitors’ departments on 
which it could draw for staff. Throughout its 
first 18 months, the cps has been at least a 
quarter below its complement of 1,770 law- 
yers. The result has. been. chaos in the 
courts, especially in London, with cases re- 
peatedly adjourned or even dismissed 
thanks to inadequate preparation. The gov- 
ernment has responded with special allow- 
ances, notably in London, and pay rises: it 
has just offered cps staff 7% from April 1st 
and a further 4% from October 1st. 

Ministers’ worries go wider than staff 
shortages. One problem has been the 
growth of judicial challenge to government 
decisions. The. development of what is 
known as “judicial review” is due partly to 
European influence on. British adminis- 
trative law-and partly to efforts by certain. 
judges to expand their influence and power. 
But the: main explanation is more challenges 
to controversial legislation. In 1974 there 
were 160 applications for judicial review; ten 
years latet, there were 1,230. Many have re- 
Y spectacular government defeats. 

ance, social-security «regulations 
have. boi overturned: repeatedly. So have 
efforts to recoup overpayments to health- 
service opticians and chemists. ‘Ironically, 
on April 25th civil-service trade unions are 
using judicial review to challenge the CPs it- 



























5 self for employing unqualified staff to help 


prepare cases. o 
- Government lawyers say they are not to 
blame: for such: challe ges. Their record of 
winning. three-q arters of. judicial-review 
- good. Gi owi g use of regulations 

linate legislation has not 
judges to overrule: 
egislation, which has 
sproval. Neverthe- 
X that p poor Sans 





















have contributed to their difficulties. It is 
this, as much as the shortage of lawyers, that 
explains Mrs Thatcher's decision earlier this 


ear to ask a former mandarin, Sir Robert 


Andrew, to inquire into the government's 
legal service. 


| 


One big problem Sir Robert will come 


up against is organisation. Many depart- 
ments look to the Treasury Solicitor's office 


for legal advice. But some of the biggest, in- 
cluding the Inland Revenue and the Depart- 
ment of Health and Social Security, have 
their own lawyers. The trickiest problems of 
all go to the Law Officers' department. Mr 
Gavin Drewry, an academic from Bedford 
College who is writing a book on the sub- 
ject, reckons Sir Robert will look carefully at 
the possibility of a major reform: 


Irreplaceable Lawson 


Ü Pa government owes its popularity, 
as much as anything, to the strength 
of the economy. This is a tribute to the 
chancellor of the exchequer, Mr Nigel 
Lawson who, in June, will have completed 
five years at the Treasury. He has recently 
hinted that he plans to leave politics. He is 
likely to spend his summer holidays con- 
sidering what to do next. 

In spite of the disagreements he has 
had with his prime minister over ex- 
change-rate policy, she would not press 
him to depart. She knows that the finan- 
cial markets could easily see his departure 
as a signal to sell sterling. But at the age of 
56 he has already had two successful ca- 
reers—as a journalist and in politics. If he 
wants a third, he should probably switch 
jobs within the next two years while he 
still has a decade of active working life 
ahead of him. 

Mr Lawson has been too brutal to- 
wards his parliamentary colleagues to in- 
spire much affection. Indeed in his early 
days as a minister, he was regarded as arro- 
gant and insensitive, and was much dis- 
liked. But his sureness of touch as an eco- 
nomic manager and the repeated political 
triumphs of his budgets have changed 
that: most Tory Mrs are reassured by his 
presence at the Treasury. They do not yet 
admire him enough to think of him as a 
future party leader. 

Only two jobs outside the Treasury 
could conceivably tempt him to remain in 
politics: the Foreign Office and Downing 
Street. Neither looks likely to fall vacant 
this side of an election. In any case Mr 
Lawson appears not to have any overrid- 
ing political ambitions. 

Mr Lawson has other reasons to con- 
sider quitting politics. The strains of the 
chancellor's job are considerable. Mr 
Lawson has young children by his second 
marriage and has little chance of a proper 
family life. Nor does he have the financial 
independence he once enjoyed. When he 
was a financial journalist he properly 
handed over his cash to be independently 
managed. He became considerably poorer 
as‘a result. The pay of the chancellor (in- 
cluding his parliamentary salary) is only 
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some £51,000. As one of his most senior 
former colleagues said, "Nigel is worth 
£250,000 of anyone's money”. 

Plenty of jobs would pay him hand- 
somely. For instance, the non-executive 
chairmanship of the National Westmin- 
ster Bank, currently worth £155,000, 
could be available at any time from April 
1989 when the present contract of Lord 
Boardman (another former Tory minister) 
expires. A merchant bank would love to 
have him on the board. Like some of his 
continental counterparts, he might be- 
come a highly paid executive director of a 
large company. His memoirs, or even a 
text book on running Britain's economy, 
would be well worth reading. 

It is unlikely that Mrs Thatcher could 
find anyone as good to replace him. Of 
the 34 men who have been chancellor this 
century, few have been much of à success. 
With an average of barely 212 years in the 
job, this is not surprising. Only six lasted 
more than four years. If Mr Lawson stayed 
for the 1989 finance bill he would become 
the second-longest serving chancellor 
since 1900 (Lloyd George did seven years 
from 1908). There have also been few who 
were the intellectual equals of the 
brightest of the Treasury mandarins, and 
who had Mr Lawson's instinctive feel for 
handling the economy. 





Sterling's best friend 


BRITAIN - 


centralising this ramshackle structure into a 
full Ministry of Justice responsible both for 
administering the law and for advising the 
government. 

Sir Robert's terms of reference include 
an idea that is more likely to take wing: con- 
tracting out. The unions say this would be 
more expensive because private-sector law- 
yers charge so much. Some ministers retort 
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lf Mr Lawson left, Mrs Thatcher's 
temptation would be to give the job to 
someone who would be more willing to 
agree with her own ideas of how to run 
the economy. There are unhappy prece- 
dents for such Treasury poodles: Selwyn 
Lloyd under Harold MacMillan, and Mr 
Anthony (now Lord) Barber under Mr 
Edward Heath. 
A shortlist of possible successors to Mr 
Lawson would have five cabinet names: 
e Mr Nicholas Ridley, the environment 
secretary, would probably be Mrs Thatch- 
er's first choice. He is intelligent, right- 
wing and has Treasury experience, but he 
might be too wayward to be acceptable to 
the City. Nor would Mrs Thatcher neces- 
sarily find him an easy or even a loyal col- | 
league in such a powerful position. | 
e Mr John Wakeham, leader of the House | 
of Commons and a former Treasury min- | 
| 
| 


ister, would like the job. But he has no ex- 
perience of running a big department. 

@ Mr Cecil Parkinson, the energy secre- 
tary, is still a favourite of Mrs Thatcher 
but would not be tough enough to steer 
an independent line. 

eMr John Major, the present chief secre- 
tary to the Treasury, has potential as a 
chancellor, but is still short of ministerial 
experience. 

e Mr John MacGregor, the agriculture 
minister, has most of the necessary quali- 
ties. Tough-minded and intelligent, he too 
was a successful chief secretary. 

Mr Norman Tebbit is the one possible 
replacement in whom Mrs Thatcher 
could really be confident. But he is un- 
likely to be tempted back into Whitehall, 
which he left for reasons similar to, but 
more compelling than, those which tempt 
Mr Lawson to depart. 

The conclusion is clear. Mrs Thatcher 
should do all in her power to retain her 
chancellor until the next election. Mr 
Lawson, Mrs Thatcher and Sir Geoffrey 
Howe, the foreign secretary, make up a tri- | 
umvirate who, by virtue of long service 
and perceived success, have enabled Brit- 
ain to exercise an international influence 
far exceeding its size and intrinsic 
Importance. 
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that the expense would be worthwhile if it 
avoided costly judicial-review defeats. 
Conveyancing would be the easiest task to 


—— put out to tender, but the idea could be ex- 


tended (as in America) even to legislative 
drafting, neatly solving both staff shortages 
and worries about quality. No doubt legal 
advice on politically contentious issues, such 
as how to stop the publication of 
“Spycatcher”, would stay in-house—which 
sadly won't stop it often being wrong. 





Space 
False economies 


in orbit 


HE scene is outer space. Our hero, Mr 
Kenneth Clarke, a minister from the 
nt of Trade and Industry, is doing 


This week he announced that Britain will, 
after all, play a part in the European Space 
Agencys Columbus project—a part of 
America's proposed space station. This is 
because Columbus had become cheaper and 
more efficient. So, despite earlier noises to 


— the contrary, Britain will take a stake in the 


exploitation of space. That, at any rate, is 
Mr Clarke's version. 

He should come back down to earth; he 
has made a thorough bosh of higher things. 
A redesign of Columbus, which was largely 

rompted by Mr Clarke's earlier criticisms, 
E made it much less likely that Britain will 
make money out of space. The pay-off is sup- 
posed to come from "remote sensing — 
making pictures, maps and graphs of the 
earth and its atmosphere from above. Such 


information already helps weather forecast- 


- ers, geologists, farmers and others. A French 


company, SPOT lmage, and its American 

subsidiary lead the field in selling such pic- 

tures. Thanks to Mr Clarke they will proba- 

bly continue to do so. 

Once upon a time the Columbus 

ject was to have included a heavy satel- 
latform, orbiting the earth's poles, and 
ing all sorts of sensors from different 


- countries. In 1985 Britain was keen to build 
z 


the polar platform and lead this part of the 
project. But in November 1987 Mr Clarke 


— told the European Space Agency (ESA) that 


he was becoming sceptical (Britain also re- 
fused to join two of ESA’s other projects, a 
space-shuttle and a bigger rocket). ESA then 
proposed a scaled-down polar platform— 
about £175m cheaper—partly in order to 
tempt Britain back into the space club. 

The snag is that the new version is not 
all that different from today’s remote-sens- 
ing satellites. Unlike the earlier version, it 
will not be possible for visiting astronauts or 
robots to service it. So it will become space- 
junk in four or five years when the amplifi- 


70 


ers that send its signals back to earth conk 
out. It will, as officials from the French space 
agency keenly point out, be rather like the 
sPOT satellite. French companies will be the 
obvious candidates to build it. 

Britain’s proposed £250m contribution 
to the Columbus project amounts to just 
51596 of the total—compared with 38% for 
West Germany, 25% for Italy and 14% for 
France. So Britain is unlikely to get any of 
the juicier contracts, such as building and 
running the ground-station that will receive 
and process the images from space. Next 
month ESA's members will decide who gets 
which Columbus contracts. Britain will 
probably get only crumbs—which will con- 
firm the British government's view that 
space is an unrewarding place. 





Zola Budd 


No winners 


HE multibillion-dollar-a-year business 

of world athletics is run by a quite un- 
necessary International Amateur (sic) Ath- 
letic Federation, composed of members of 
the establishment from most countries in 
the world. Last week only the British ob- 
jected when an IAAF sub-committee (a Sen- 
egalese, a Sudanese, a Puerto Rican and a 
Yugoslav) recommended what looked like 
blatant twisting of its written rules to ban 
Miss Zola Budd from the Seoul Olympics, 
because otherwise African governments 
would boycott them. 

Since the IAAF is by historical accident 
based in London, Miss Budd might plausi- 
bly sue in British courts for large damages, 
which is why the iAAF has told the poor (pro- 
Budd) British board to implement the prob- 


ably illegal bam itself, under pain of other- 
wise banning the whole British team from 
the Seoul Olympics. By its rulebook (which 
is governed by common law) the British 
board should refer the matter to a quasi-ju- 
dicial review, from which there would be an 
appeal to English courts on grounds of natu- 
ral justice. Some Britons did once threaten 
legal action against a decision by a now-dead 
president of the IAAF, who withdrew when 
he saw what mounds of his body’s dirty 
linen a court case would publicly wash. But 
any English court decision stopping the 
IAAF's new order would have to be enforced 
by South Korean courts, which won't work. 
So the decent course is for the little million- 
airess to withdraw; which she has so far re- 
fused to do. 

Nobody emerges with credit from the 
Zola Budd story, although it is not true that 
her British nationality was faked. If you were 
born in the 1960s to a father with origina' 
claims to British nationality but residen 
abroad, your parents could register you be- 
fore age 18 as a British citizen. This was one 
of the few liberal safeguards in the new na- 
tionality laws which were then robbing so 
many British Commonwealth subjects of 
British rights. In 1984 this applied to a 17- 
year-old South African girl, who held sev. 
eral world junior running records, and her 
parents knew that participation in world 
athletics (via an unrefusable British pass- 
port) could make her rich. 

Most British athletes, including top 
black ones, initially welcomed Miss Budd to 
the British team, especially after some anti- 
apartheid demonstrators had bundled her 
crying into a gorse bush during a cross-coun- 
try race. But, as Miss Budd blossomed, she 
lost popularity through looking more and 
more mercenary. Some Britons criticised 
her trips back to South Africa, but her par- 
ents’ illness and marital problems made 
these decently filial. 

The 1AAF’s rules say that anybody wh, 
races in South Africa should be banned— 
probably illogically since all South African 
meets are now multiracial and increasingly 
won by blacks, because runners are not as 
badly retarded as other sportsmen by poor 
facilities when young (look at the Ethiopi- 
ans). Miss Budd did not run in South Af- 
rica, although she was provocatively foolish 
in being highly visible in a tracksuit at a mul- 
tiracial meet sponsored by a shoe firm that 
has sponsored her. But almost all concerned 
think the IAAF has broken its own rules, as it 
has too often done before, in retreating be- 
fore nationalism in everything from drug- 
testing to crooked long-jump judging. When 
the Olympics are over, the athletes of the 
world will be right to move to disband it, 
and take over the running of international 
competition themselves, as they have done 
in boycott-free golf and tennis. There are 
cheering signs that they will. 
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BUSINESS THIS WEEK 


The markets and trade 


Oil leapt by 60 cents a barrel, 
on news of the American at- 
tack on Iranian oil rigs. It 
slumped soon after, but not 
before helping to push ster- 
ling to a six-year high against 
the dollar. 


Output of steel in the EEC 
jumped by 10.7% in February, 
compared with a year before. 
That is manna for the Euro- 
pean Commission, which 
wants to abolish the eight- 
year-old system of output 
quotas. 


British Petroleum has 
signed a marketing agreement 
with Petromed, a small Span- 
ish oil refiner. This gives BP a 
toehold when Spain disman- 
tles its state-run monopoly of 
supply. 


Labouring on 


Switzerland continued to have 
the world’s highest combined 
hourly labour costs last year 
(it also had no strikes for the 
first time since 1973). West 
Germany climbed in the 
league table from fifth to sec- 
ond position, because it has 
big additional costs such as in- 


Switzerland | 

W Germany [ 

Sweden bm 

Holland 

Japan 

United States 

France KETTE 
Britain pente 

Spain . [X 

* Includes social security and paid leave 
Source. institut der deutschen Wirtschaft 


De Beers, a diamond firm, 
which has a virtual monopoly 


give political and economic 


equality to blacks. 
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Aeromexico, which shares a 
monopoly over domestic 
routes with another state- 
owned airline, Mexicana de 
Aviacion, has filed for bank- 
ruptcy. That shocked ground 
staff who had gone on strike 
over a decision to sell 13 aging 
aircraft and to cancel some 
unprofitable routes. 


People 
James Olson, the chairman 


of AT&T, the American tele- 


communications group at last 
enjoying the fruits of deregula- 
tion, has died. He is likely to 
be replaced by the current 
president, Robert Allen. 


A man who made a fortune in 
supertankers in the early 
1970s, Ravi Tikkoo, an- 
nounced plans to build the 
world’s largest cruise liner, his 





Ultimate Dream, in Northern 


Ireland. The project still needs 


government subsidies to go 
ahead. 


America’s money-centre bank, 
Citicorp, wants to sort out its 
troubled European opera- 
tions. It is sending Paul Col- 
lins, one of its three vice- 
chairmen, to run the bank's 
London office. 


Meanwhile, First Boston, a 
Wall Street investment bank 
plagued by high-level defec- 
tions, has lost seven more— 
this time from its leveraged 
buyout division. 





Larry Speakes was forced to 
resign from Lynch, a 
big American investment 
bank and retail broker, where 
he was head of public rela- 
tions. The formet White 
House spokesman admitted in 
a recent book that he manu- 
factured some of President 
Reagan’s quotes. 


Bidding banks 


Italy’s Banca Commerciale 
Italiana is bidding, in a 
friendly way, for 45% of Ir- 

Trust, the Manhattan 
| under siege from Bank 
of New York. 


Bank of Ireland, one of the 
Republic of Ireland's two main 
clearers, is to buy a thriving 
New Hampshire bank, First 
NH Banks, for $370m. That 
puts it on a par with its rival, 
Allied Irish, which already 
owns a stake in an American 
concern. It means that half 
the bank's earnings will now 
come from outside its soggy 
domestic market. 


Robert Abboud finally con- 
vinced the debt holders of 
bust First City Bancorp in 
Houston to accept his terms 
for a rescue. But not before 
federal regulators put in 
$970m. 


Corporate health 


British life assurance compa- 
nies are taking precautions 
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over the future risks of AIDS. 
Sun Alliance is pushing its 


rates on term-assurance up by f 


150%. Others plan to follow, 


Moving markets 


The West German state of Ba- 
den-Württemberg has become 
the country’s first public sec- 
tor body to borrow D-marks 
offshore, in the Euromarket. It 
did this to dodge the federal 
government's plan to impose a 
witholding tax on domestic 
bonds next year. 


America's over-the-counter 
market, NASDAQ, is the first 
foreign investment exchange 
to be recognised under Brit- 
ain's emerging new securities 
laws. 


Computerworld 


Britain's ICL became the first 
European computer maker 
to join an effort led by Ameri- 
cà's AT&T and Sun to make 
computers that work the same 
way. Italy's Olivetti is ex- 
pected to join too. 


Bottom lines 


Despite the Tokyo market's 
strong post-crash recovery, 
earnings at Japan's securities 
houses were dented in the six 
months to the end of March. 
Nomura’s post-tax profits fell 
by 2096 over a year earlier, to 
a still hefty ¥89 billion 
($675m). Daiwa's fell by 
14.5% and Yamaichi by 22%. 


Bank of Scotland earned 
record yearly profits, despite 
provisions for shaky third- 
world loans. Its pre-tax profits 
rose by 11%, to £131.3m 
($236m), which humbled its 
larger British rivals. 


Another thriving carmaker: 
profits at France’s Peugeot 
surged last year. The firm 
nearly doubled its post-tax 
profits to FFr6.7 billion ($1.2 
billion), so it raised its divi- 


dend by 7096. 
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The Commerzbank report on German business and finance No. 4/88 


West Germany: 
business goes international 


While production abroad 
is second only to external 
trade as a factor in West Ger- 
many’s global economic role, 
the country’s companies got 
off to a rather slow start in 
this respect after World War 
II. Up to 1974, direct invest- 
ments by foreign firms in 
the Federal Republic far out- 
weighed those by German 
firms abroad, with US com- 
panies in particular regarding 
West Germany as their door 
to the European Community. 

Since then, things have 
changed. Above all, a series of 
spectacular US corporate take- 
overs by German firms have 
underlined the fact that the 
West Germans are now mak- 
ing up for lost time here. The 
dollar's slide, while not the 
root cause, has fostered this 
trend. 

In the '60s, the first wave of 
West German direct invest- 
ment focused on the newly 
industrialised countries of 
Central and South America, 
and to a lesser extent Asia. 
Now attention has shifted to 
the industrial nations, as Ger- 
man firms seek a presence in 
their key markets. Being close 
to their customers enables 
firms to respond quickly to 
changes in demand. They also 
do not have to fear either 
protectionist trade barriers or 
major exchange-rate losses. 

Of course, manufacturing 
abroad takes production out 
of West Germany, yet some of 
the adverse effects are offset 
by the continuing demand for 
components produced there. 
In any case, the leading Ger- 
man companies are unable 


International 


to do without their foreign 
production facilities, as the 
market in the Federal Repub- 
lic is too small. But quite 
apart from this, West German 
industry benefits from the 
inflow of technology and 
know-how from abroad. 
The pioneers asregards for- 
eign production were West 
Germany's chemical firms; 
they were later followed by 
the motor vehicle and electri- 
cal industries. By contrast, 


branches abroad to provide 
support for their domestic 
corporate customers who had 
already set up shop there. In 
the meantime, though, the 
emphasis has switched to 
exploiting the various busi- 
ness opportunities which are 
emerging in the host countries 
as the financial markets are 
deregulated worldwide. 

The largest German chemi- 
cal, electrical and motor ve- 
hicle concerns generate about 





West Germany's direct foreign investments 


Total: DM147.8bn (end-1985) 


mechanical engineering, in 
which smaller businesses 
predominate, prefers to 
supply its foreign customers 
from manufacturing bases 
within the Federal Republic. 

Since the '70s, service-sec- 
tor enterprises have also 
stepped up their foreign in- 
vestments. Backed up by their 
efficient purchasing and dis- 
tribution systems, major Ger- 
man chain stores and mail-or- 
der houses have bought into 
US retailers. West German 
banks initially established 





two-thirds of their overall 
group sales through a combi- 
nation of exports and goods 
manufactured abroad. The 
foreign operations of the 
major German banks account 
for over two-fifths of there- 


spective group turnover. 





By steadily promoting pro- 
duction abroad, a whole series 
of West German firms have 
developed into truly multi- 
national companies in recent 
years. Now they have to 
revise their existing manage- 
ment, planning and financing 
methods accordingly. What 
were once thoroughly Ger- 
man enterprises, with several 
more or less tightly controlled 
foreign subsidiaries, have 
evolved into international 
production networks whose 
members can assume responsi- 
bilities within the corporate 
group that are not restricted to 
one particular region. 
Differentiated strategy 

Whereas US companies 
mostly opt for a global mar- 
keting which is 
well-suited to the worldwide 
promotion of standardised 
products, their West German 
competitors prefer a differen- 
tiated strategy, reflecting their 
view that “all business is lo- 
cal." Their marketing system 
consists of basic components 
which can be modified by 
adding elements—like building 
blocks—that are appropriate 
to the specific characteristics 
of individual countries and 
products. 

Although they still lag far 
behind their American and 
British counterparts, German 
companies since the '70s have 
certainly begun to close the 
gap between themselves and 
their foreign rivals by going 
international. Nonetheless, 
West Germany as the world's 
leading exporter would be 
well advised to continue ex- 
panding its direct foreign 
investments. 
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Bringing up b bos i 


the IT age 


HE vou is gradually forcing its way into 
the offices of top executives. "Pre-tech 
execs"—senior managers trained in the pre- 
computer age—have watched uneasily as 
the instruments of information technology 


(computers and advanced telecommunica- - 


tions systems) have taken over specific func- 
ions within their companies: for example, 
."CCounting, stock control and word process- 
ing. But most of these pre-tech execs have so 
far kept their own desks clear of. anything 
more advanced than a calculator. = 
` Mr David De Long ofthe Massachusetts 
-Institute of Technology's Centre for Ir- 
formation Systems Research reckons that 
no more than 10-15% of senior executives 
in large American companies have comput- 
ers on their desks, and only half of them are 
using them properly.. Britain's Institute of 
Manpower Studies recently looked at 150 
British companies that are particularly 
heavy users of information technol ogy (tr). 
It found that only one-quarter of the manag- 
ers in these. companies themselves used 
screen-based systems. = eS 
The history of computers helps to show 

- why the iT revolution has passed managers 
< by. Computers began life as huge main- 
ames managed by specialists who spoke a 
anguage even less accessible to general man- 
gers th than Dor language of an R&D depart: 









. ment. As Hs development of microcomput- 
. ers and personal computers disseminated 


computing | power throughout. organisa- 
tions, it went to those functions (like f- 
anc 2) where its cost could most easily be 
justified by the manpower it saved. 
Ünsequence, many companies 
now find themselves with several isolated 
"islands" of rr in areas such as marketing, 











nd accounting. Top managers, who 


ot justify high technology for them- 
; or any standard cost-benefit analysis, 
have been left at sea amid the islands. 
They are now being drawn into the IT 
revolution for at least three reasons: 
@ They see the outside world as increasingly 
turbulent. To monitor it requires more and 
more information which old-style paper- 
based systems are incapable of handling. Mt 




















David. Kearns, chief executive. of Xerox, 


used to receive regular reports the size of 
telephone directories. That information is 


now condensed into five on-screen. pages. 


e The streamlining of most corporations 


has left executives with smaller support 


staffs, just when they are launching more 
products in more markets than ever before. 


This: squeeze has added to the attractions of 


IT for senior executives, especially since aca- 
demics'are keen to.remind them that in- 
formation’ is is a key strategic weapate ttle 





machines. have screens that 


used with televisions and VERS. Ap: 


Mr Michael Porter's article, "Hos 
tion Gives You Competitive 
the Harvard Business Review o 
@ Suppliers. of tT hardware are 
chines that are ever miore 
friendly". They are aware that 
ket is opening-up to them. {h 
reckons that. 70% of senior e: 
d Aerian rora T 
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touch orto infrared controllers. 1i 


cess with businessmen is reflecte 
for the first three p of 
prisin E x fr 
a year p TBM is one Gn á 
called Presentation Manager that will 
the user-frjenally n route ‘pioneered by 


information: systems. is une fase. Te ig 
probably worth ars d a year 4 

America and i 
$750m by 1995. T I he 
systems 0 of two o American f firms: Dior 


Pilor offers $.six x off theshelf i prods t h 
d bur] f | 














more a a e tain perce 
get it appears on the screen in-re 
above its target, in green. 
As more “post-tech. execs: i rise: 
top of firms, the spread of exec 
formation systems will accelerate. 








| bring about big changes in the way c 


nies ate run. One consequence f 
Mr Peter Drucker, grand old mas « 
agement studies, is a fattening of t! 
agement pyramid. For example, 14 
tives report directly to Mr iss 
chief executive of Lincoln 
American insurance compa 
ba user of exe ive inf 
organisations y 
























etter understanding of IT at 1 
d also lead to better use of it at the bot- 
That is desperately needed. A recent 
y by the Kobler Unit of London's Impe- 
ollege found no correlation between 
mount invested in IT and the general 
ormance of the investor. The unit 
hasised the need for investment deci- 
; to be taken at board level by directors 
inderstand how IT can fit into a compa- 
ong-term plans. 

nother benefit should be faster inte- 
ion of companies’ self-standing islands 
T. Mr Arnoud de Meyer of INSEAD, the 
pean business school outside Paris, is 
toring integration among European 
ifacturing companies. His findings so 
that it is taking place, but slowly. The 
.to progress are more human and 
al than technical, which confirms a 
arnt by many companies that have 
] successful executive information 
nly when a top executive spon- 
dea.can a company begin to reap 


of the information age. 
















































































the grapevine 


HESE are years of change for Califor- 
nia's wineries. Although Americans are 
drinking much more wine than a decade 
go, they are drinking wine of better quality. 

ead of guzzling jugs of plonk, tipplers are 
jrnihg to vintage cabernet sauvignon. or 
donnay. But so many small, high-qual- 
ineyards and wineries have emerged to 
et the demand that many may not sur- 
; despite their efforts to inch further 
arket. : » i 
California produces more than 90% of 
270m gallons of wine made each year in 
ica, and provides more than 70% of 


* 








ago the Californian wine industry was 
ted by a handful of high-volume pro- 
among them Gallo, Almaden. and 


an Brothers. Their wine.came in 


their colour, these wines were distin- 
able as much by advertising, marketing 
tribution as by taste. 


* 


day competition has changed with 
 Mass-marketed jug wine -still ac- 
d for 8096 of the volume shipped 

| vided 






esult, the number of Ca 





at the top. 


T" CALI 1 i 


ne drunk in the country. Some 20. 


arieties: red, white and pink. Apart. 


land and good grapes. have prospered. - 








EOPLE who rely on information 
technology can also be vulnerable to 
it. In 1984 a computer-based currency 
fraud allegedly cost the Wes 
carmaker Volkswagen nearly $480m. In 


1986 the San Francisco branch of the 


Federal Reserve Board repeated the pre. 







some new communications softw: 
The engineers forgot to delete the w 


end's trial run. Result: $2 billion vas sent : 


-down the network to banks. 
Most of these mistakes are not adm 
ted by the victims, so figures of the: 





| 
| vious week's transactions in orde 
: 
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eries (wine makers that usually, but not nec- 
essarily, run their own vineyards) has more 
than doubled over the past ten years to 
about 725. In Napa, California's best wine- 


| growing region, 40-50 new wineries are be- 


ing planned to join the 170-or-so now work- 

ing. Not surprisingly, prices of both land 

and premium grapes have soared. > 
The newcomers owe a lot of their suc- 


cess to two quite different firms which 


helped educate the American palate. The 
first is Robert Mondavi. After a bitter break 
from his family’s jug-wine business.in the 
late 1960s, Mr Mondavi set out to make 


high-quality table wines at everyday prices— - 


jocularly called “Bob white” and “Bob red 
In the early 1980s Mr Mondavi was 


joined in promoting high-quality everyday 


wine by Glen Ellen vineyards. Olen Ellen 
moved upmarket after buying, at. knock- 


- down prices, lots of chardonnay and other 
good grapes that had been grown under - 
contract for Coca-Cola during its brief ex- 


- cursion into the wine business. Glen Ellen 


then: began aggressively promoting a drink- 


able chardonnay at the low price of two bot- 
tles for $7. 


-Between them, Robert Mon divi M 


Glen Ellen helped create a new and boom- 


ing bit of the wine market—the so-called 
"fighting varietals”. These wines are usually 


est German. 


= by accidents (such as fire and equipment 
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APSAIRD, an association of French insur- 
ance companies, estimates that problems 
in French commercial computer systems 
cost at least FFr7.3 billion ($1 billion) in 
1986. APSAIRD found that 44% of the 
35,000-or-so glitches in 1986 were caused 
dsters, hackers, disgruntled em- 
‘ployees and the like; the rest were caused 
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mpetitors in | 


~ the use of complex computer systems, so «| 


other companies will import their prob- 
lems when they get new computers. The. 


report vaguely recommends that compa- 


keeping their computers secure, rather 


| 
| 
| 
nies adopt a centralised approach to | 
than a piecemeal one adopted by differ- | 

| 


ent departments. 


known by the type of grape from which they 
are made rather than their vineyard or col- 
our. The development taught many Ameri- 
cans the rudiments of grapemanship and 
wine snobbery.  .. s | 
Though chardonnay .and cabernet 
sauvignon are the best-known Californian 
varietals, the most profitable is probably 
new creation called white zinfandel. Thisis 
rosé wine first made in the early 1980s from 
































Cheers Californian wine 424 
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tantly, it ferments so quickly that it can be 
sold about 60 days after harvest, compared 
with other varietals which have to be aged 
for 18 months to two years. 

The varietals boom now appears to have 
reached a peak. Prices for chardonnay 
grapes have quadrupled in the past five 
years and new wineries are crowding into 
the market. Profit margins, between what 
the grape costs and what the wine market 


will stand, are getting thinner. Most 


winemaking vineyards have little: choice but 
to try and move further upmarket. The chal- 
lenge they face is twofold: to make better 
wines, and to convince an increasingly dis- 
cerning public that they are worth the 
premium. es , T P ; 

Making better wines should be possible. 
. Many Californian wineries are rediscover- 


ing the traditional European formula that 


ood land, good vines and careful wine-mak- 
.ag result in.good wine. To get the good 





grapes, wineries are cutting back on the - 


amount of grape they buy in from other 


vineyards and buying more land to grow 


their own. Where they do buy grapes, they 
are building long-term relations with grow- 
ers who will grow their grapes carefully and 
to order. | 
Persuading customers to pay miote for 
better wines will be harder. To get market- 
ing clout, some Californian vineyards are 
seling to bigger wineries. Others—like 
Monticello, a quality vineyard founded by 
the Corley family in 1970—have founded 
marketing co-operatives. But San Francisco 
restaurateurs say they are still besieged by 
small wineries. Many are good, they say, but 
there are still. too many to take wine from 


them all. : 





East-West trade T 





. & X. nist parts of Europe are in danger of 
becoming newly underdeveloped countries, 
judging by their dismal showing in trade 
with the West. The perennial blight—the 

communists’ inability to sell enough in 
hard-currency markets—threatens to grow 
worse, because Russia and its East European 
allies are running out of credible strategies 
for international trade. 

In the 1970s they tried "import-led 
growth". The aim was to borrow money 
with which communist planners would de- 
velop competitive industries that would 
then earn the hard currency needed to repay 
the.loans. Unfortunately, communist plan- 
< ners proved hopeless at developing such in- 
dustries. Many of the imports were wasted, 

-and the new export industries could not 





| our and refreshing taste but, more impor- 
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Changing shares of the 
western market 
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soaring debt, and in 1980 the wrong sort of 


Big Bang: Poland. 


In the 1980s the strategy has been “ex- 


port-first”: go flat-out to earn hard currency, — 


and let imports from hard-currericy. areas 
rise only as fast as the increase in exports. 
This is a desirable strategy, but it is also fail- 


_ ing, because the communists are still bad at 
selling to the capitalists. - : 





"T HE Japanese are almost as maudlin 

L about their pets as Britons and Am- 
ericans. They would love to bury them in 
cemeteries but are sufficiently hard- 
headed to know there are better uses for 
their scarce land. Now a firm called Jippo 


in the Kansai in central Japan has hit 


upon the answer—mobile crematoria for 
the late, lamented moggie or doggie. 

. From May, Jippo will come to the 
home of the beloved beast's bereaved, 
conduct a funeral service inside a con- 
verted Isuzu lorry, dedicate flowers to its 
memory and then cremate its corpse in 
an incinerator—all for ¥50,000 ($400). 
Jippo is building a fleet, each lorry 
painted with pastoral scenes and carry- 

ing Jippo's logo: two pink angels kissing 


over the slogan "Pet Angel Service”. 
Jippo is the unlikely first idea of the 
New Business Forum, a joint initiative by 
local business organisations and local 
goverriment which brought together 240 
local retailers and other companies last 
September to think up new service busi- 
nesses. The idea was to find new ones by 
amalgamating each other's expertise in a 
way that would let them take advantage 
. of existing marketing channels. The two 
men who dreamed up the Jippo crema- 
tion project run separate companies that 
make hibachi barbecue grills and self-ig- 
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Communism can't compete _ 
! pU 


Hongkong. Singapore, S Korea & Taiwan 
compete in western markets. The result was 


the advice of some Soviet econo 
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has to sell three barrels of oil tc 
German machinery it could have 
with one barrel back in 1985. M 


r} 
Gorbachev so far seems reluctant to 






















niting fuel for them. The service will bi 
sold through convenience stores, rice 
merchants and other corner shops. 
Jippo plans to start its service in K Ò 
with two lorries, but it is preparing 5 
mobile incinerators in the hope t 
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, S Dolls bring few dollars 


_tably the outspoken Mr Nikolai Shmelev— 


- to finance perestroika by big borrowing. So 


a boost in hard-currency exports is becom- 


— ing almost as vital for Russia as it is for East- 


- ern Europe. 


The latest figures confirm that the 
Comecon countries’ share of western mar- 
kets, never big, has slowly slipped. Their ex- 
port performance looks particularly poor 


— when set against the successes of the newly 
- industrialising countries from Asia. These 
— NICS have done particularly well in the semi- 
- sophisticated areas—cloth, clothes, electri- 


_ eal goods—in which the communists had 
- most hoped to win market share. South Ko- 


- rea and its neighbours are making the Rus- 


— sians and East Europeans worried about be- 
- coming NUCs. 


In Hungary, the most western-minded 
of the Comecon countries, a study* by Mr 
Andras Inotai of the Institute for World 


"Economics in Budapest has rubbed this 


point home. Hungary’s share of the total 


— OECD market has slipped only slightly (from 
- 0.20% in 1980 to 0.19% in 1985), but its 


share of the market for industrial goods has 
‘shrunk alarmingly (from 0.23% to 0.16%). 
Hungary is thus becoming less competitive 


~ at the more sophisticated end of the market, 
- where it has lost ground massively to the 


developing countries. The study shows that 


= in 1975 the developing countries’ sales to 


the OECD of machines and manufactured 


— consumer goods were worth about 40 times 


— as much as Hungary's. By 1985 these sales 


* “Reflections on the International Competitiveness of 


— the Hungarian Economy", in Hungarian Business Her- 
— — ald, 1988/1. 


** “Top Commodities in East-West Trade: what can be 
bought and what can be sold", PlanEcon Report, vol. 
IV, nos. 12-13. 
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were worth 140 times as much. 

Aha, say anti-Gorbachev conservatives 
all over the communist half of Europe, that 
shows that market reforms do not help ex- 
port efficiency. Wrong, says the Inotai 
study. Bad as the Hungarian record is, it im- 
presses by comparison with the rest of 
Comecon. Hungary's share in Comecon's 
total exports to the West (796) has held up 
well. Its share of Comecon's exports of in- 
dustrial goods (1396) has increased—and 
shows the structure of Hungary's trade to be 
less primitive than the Comecon norm. 

A picture of quite how primitive that 
structure is comes from another recent 
study**, by PlanEcon, a Washington-based 
research firm. The study lists, for each com- 
munist country, the 100 leading categories 
of exports sold to the West in 1986, based 
on the five-digit sttc trade classification. 
Hungary's exports are confirmed as the 
most diversified; its "top 100" categories 
make up 6296 of the Hungarian total. For 
the Soviet Union, these "top 100" exports 
represent 9696 of all its sales to OECD coun- 
tries, showing how dependent Russian sales 
are on just a few products. 

The top Soviet exports were fuels 
(4996), gold (1896), timber (496) and dia- 
monds (296). Russia sells metals mainly in 
raw-ingot form, and its exports of chemicals 
are mostly low-value-added bulk ones. Pas- 
senger cars, ranking 11th with 1.3% of total 
exports, are a rare exception to the general 
rule that Russia manages to sell hardly any 
manufactured goods to the West. PlanEcon 
reckons that, for the next decade at least, 
cars "below South Korea in terms of cost 
and quality" are likely to remain just about 
the only manufactured product Russia 
might sell in significant quantity to the 
West. Western protectionists can relax. 

The Comecon country best placed to in- 
crease its manufactured exports may be 
Czechoslovakia. Its export structure reflects 
its history as an old industrial nation. 
Among its top ten exports are two machin- 
ery items (cars and tractors), two consumer 
manufactures (glassware and cotton fabrics) 
and two semi-manufactures (steel and wood 
pulp). But all of these exports are still very 
small fry. Cars are Czechoslovakia's second 
biggest export; yet less than 0.196 of the 
OECD's total imports of cars are from 
Czechoslovakia. 


In the NIC of time 


How can the Comecon countries begin to 
tackle the export disaster? Accepting NUC 
status (ie, becoming permanent third-world 
suppliers to the rest of Europe) would not 
offer much hope of big export growth, and 
would in any event be anti-ideological. Marx 
says communists should move forwards, not 
backwards. But competing with the NICs 
looks equally implausible, given the sluggish 
pace of change throughout Comecon. 

The answer is becoming increasingly ob- 


vious as the communists fall increasingly be- 
hind in the economic race. What is need 

is revolutionary economic reform. The im- 
port-led growth strategy of the 1970s was in 
part an excuse for avoiding real change at 
home. The future strategy will have to com- 
bine openness to trade, including increase 
willingness to borrow, with a massive move 
towards a more open market. 

Mr Gorbachev has realised this. Some 
of his East European comrades (Mr Erich 
Honecker in East Germany, Mr Nicolae 
Ceausescu in Romania) are still dithering. 
Others (Poland's General Jaruzelski, Hunga- 
ry's Mr Janos Kadar) recognise the need, but 
are worried about the political conse- 
quences of further reforms. 

The delays in reforms mean that it is 
probably too late for the Comecon coun- 
tries to compete with the Taiwans and Sin- 
gapores, Their best bet may be to move in to 
replace those NICs as they march upmarket. 
Even that will mean competing with th 
next lot of energetic developing countries- 
India, China, Indonesia? Without far-reach- 
ing reform, Europe's communists risk the 
embarrassment of being overtaken yet 
again, by what have hitherto been the poor- 
est peoples in the world. 





British trade 


Grey areas 


APANESE carmakers are in London to 

discuss "prudent" marketing policies in 

Britain for 1988-89. On May 10th South 
Korean shoemakers will visit the British 
Footwear Manufacturers' Federation to dis- 
cuss how many pairs of shoes they should 
export to Britain. Both visits are about vol- 
untary restraint arrangements (VRAs): deals 
in which foreign firms agree to keep dowr 
their exports to Britain. A month ago, a ju 
nior trade minister told Parliament that 
"government pressure has resulted in the 
termination of no fewer than a dozen" 
VRAs. Yet the government tolerates VRAs on 
six groups of products. It disapproves of 
VRAs covering another five—but nobody 
takes much notice. 

VRAs have all the economic disad- 
vantages of import tariffs, and three more 
besides. First, a VRA lets the foreign supplier 
collect the value that is being denied the 
consumer—for while a tariff diverts that 
value to government, a VRA lets the supplier 
put his prices up to keep his sales down. Sec- 
ond, vRAs divert trade away from the low- 
cost foreign suppliers which sign them to 
higher-cost ones which do not. Third, vRAs 
are not open for all to see. 

This is why protectionist industries like 
them. Consumers, being ignorant of VRAs, 
do not object. Politicians can disclaim 
responsibility, arguing that they are a busi- 
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Blowing a sweet horn 





PARIS 


ELMER is to the saxophone as Stradi- 

varius or Guarneri are to the violin. 
For jazzmen, there is none better—and 
jazz is back in fashion. The 103-year-old 
family firm also makes woodwinds, brass 
instruments and accessories, but 5596 of 
Selmer's turnover of FFr130m ($22m) in 
1987 came from its saxophones. 

In the 1970s Selmer hit unaccus- 
tomed trouble from its choosy clientele 
and from Japanese competitors. For a pe- 
riod, Selmer risked losing its single great- 
est asset: word-of-mouth in the trade that 
Selmer was top. 

Between 1954 and 1973, when 
Selmer sold 150,000 Mark VI tenor saxo- 
phones, the instrument became a jazz 
legend. Feeling (it's not clear why) a need 
to innovate, Selmer in 1973 brought out 
a new model, the Mark VII. It never 
caught on. Small changes to a sax’s keys 
can mean a player re-learning fingerings 
that took years to master. Jazzmen com- 
plained of small technical faults in the 
Mark VII and disliked its tone. Many 
preferred to buy second-hand Mark VI's 
out of hock, or worse, to buy a Japanese 
instrument, 

In the late 1960s Yamaha, a Japanese 
company, had begun selling high-quality 
saxophones closely modelled on Selmer's 
and whose pitch, even Selmer admits, 
"may even have been truer than ours”. 
The real snag was that Yamaha's were a 
third to a fifth cheaper. 

Selmer quickly retired its Edsel of sax- 
ophones and in 1981 brought out a new 
tenor, the Super-Action 80. Some pro- 
fessionals even prefer this now to the leg- 
endary Mark VI. Backed by their testi- 
monials, Selmer has been able to take full 
advantage of a boom in jazz courses in 


American universities. But, especially 
with all those cherished second-hand 





ness-to-business affair. And vRAs are in the 
grey areas outside the General Agreement 
on Tariffs and Trade (GATT). 

Why does Britain's government, so 
preachy about free markets, tolerate vRAs? 
In some cases, it does not have the evidence 
to quantify the damage they do. (Several 
British trade associations say that their vRAs 
have not in fact restricted imports at all: 
odd, then, that they should want them.) 
More often, as with the deal which has lim- 
ited imports of Japanese cars to 1196 of the 
British market since 1977, the political cost 
is too high. Although a study from the 
Trade Policy Research Centre argued in 
1985 that this car deal has cost British con- 
sumers up to £500m a year, its abolition 
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Selmers competing with their own new | 
instruments, Selmer may be reaching a 
limit in the American market. lt has 
therefore put a big sales effort into open- 
ing up markets outside America. Japan | 
now accounts for 20% of its total sales. — | 
Labour cost is a big worry. The | 
Selmer factory at Mantes just outside | 
Paris is an odd mixture of craftshop and | 
assembly line. To keep up with robotised | 
Yamaha, Selmer has had to streamline | 
production. Yet many of its 500 workers, | 
who belong to the same union-branch as | 
Renault's or Peugeot's carworkers, do 
routine manual tasks: banging out the | 
two halves of a saxophone bell or shav- 
ing cane to make reeds. Thirty years ago, 
Selmer used to say, "A saxophone is two | 
kilos of brass and 60 hours of hard 
work." The instrument still weighs the 
same. But it takes close to a third as long 
to make. | 





More choices for Roland Kirk | 


might raise the market share of imported 
Japanese cars to above 20%, cutting British 
carmaking capacity by 100,000 a year. That 
would make Rover less attractive to British 
Aerospace. 

On March 30th, the Department of 
Trade and Industry named the products 
which it no longer wants covered by a VRA. 
On the list: monochrome and colour Tvs, 
music centres, stainless steel cutlery and 
pottery. 

The British Ceramic Manufacturers’ 
Federation, which has operated for 15 years 
a tight VRA with Japanese pottery firms, has 
kept quiet in the hope that the Japanese will 
disregard the government statement. The 
Cutlery and Silverware Association, whose 


_ BUSINESS 


deals (first signed in 1966) now limit exports 
of spoons and forks from Japan to 2.5m 
dozen and from Korea to 4.05m dozen, says 
that the government's change of mind has 
had no effect on its arrangement. Equally 
unworried is the British Radio and Elec 
tronic Equipment Manufacturers’ Associa- 
tion, which for at least 12 years has talked 
regularly with Japan, South Korea, Singa- 
pore, Taiwan, Hongkong and once even 
with Thailand. 

In short, exporting firms in Asia are 
themselves happy with covert deals rhat as 
sure them a market slice with high profits 
and little political trouble. To change 
things, Britain must be more assertive. One 
hope: the Uruguay round of world trade 
talks is already discussing how to prevent 
 grey-area" protectionist arrangements, al- 
though there is little chance that vRAs will 
be outlawed, 

If the EEC's plans for a single market are 
ripe by the end of 1992, national vras will 
have to be replaced by Community-wide ar- 
rangements. That is no guarantee of ratio- 
nality; it might even make things worse. The 
EEC already has communal non-tariff barri- 
ers in steel and in textiles. If the example of 
cars is anything to go by, most other Euro- 
pean countries are more protectionist than 
Britain. The share of the British market cor- 
nered by imported Japanese cars is, at 1196, 
almost two percentage points higher than 
the average for the EEC. Portugal allows each 
Japanese firm to export only 15 cars to it a 
year. 


Airline ownership 


Lufthansabena. 
Qantasas? 


O AMERICAN company owns a Brit- 

ish airline, no French company a West 
German one, no Japanese an American air- 
line. Why, in this multinational age? The 
short answer is that commercial flight is gov- 
erned by the Chicago Convention. an inter- 
national treaty that has made the foreign 
ownership of airlines a game not worth the 
candle. That convention forced postwar in- 
ternational airlines into cartelised business 
systems like the railways (which go bust), in- 
stead of freer trading systems like road haul- 
age (which prosper). 

When the Chicago Convention was 
signed in 1944, other countries feared thar 
the United States would dominate a free 
market in the airline business. This was a 
prospect they would not accept. Air trans- 
port embodied the newest technology of the 
time, National airlines carried national pres- 
tige. So a series of bilateral deals between 
countries carved up markets into protected 
pairs, blocking the emergence of multina- 
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OISTEROUS growth, galloping con- 
J sumer spending, shrinking. house- 
d savings, and—despite a widening 
rent-account deficit—a currency much 
demand. This description of Britain in 
988 i is almost a photo-copy of the Ameri- 
economy in the early 1980s. In those 
America’s government viewed the 
igthening dollar and the emerging 
t-account deficit as a sign of eco- 
ic virility. O Officials did not foresee a 
pse in the currency or external-fi- 
"difficulties that might stretch 
1990s. Three years later, Britain's 
ersare equally cheerful. Are they re- 
to learn from history, or is the par- 
etween the two economies spurious! 
“country’s external deficit—the 
unt it has to borrow from abroad— 
t, as a matter of accounting arith- 
¢, be equal to the gap between its do- 
as “investment and its domestic sav- 
. Any government s budget deficit is, 
fect, negative savings. If the private 
r carries on saving and investing as 
uch as before, therefore, a bigger budget 
ficit will cause an equivalent deteriora- 
in in the external balance. It so happens 
hat in 1986 America had a public-sector 
: leficit of 342% of GNP—exactly the same 
ize as its current-account deficit. 
| By the same rules of arithmetic, Brit- 
in's current-account deficit. must also re- 
flect a savings-investment gap. But in Brit- 
n's case this gap has appeared because of 
hift in private-sector savings and invest- 
ant, at a time when the government has 
n borrowing less, not more. What dif- 
rence does this make: to the long-term 
ibility of iiid the current-ac- 











Some economists say none » at all. They 
eve that, other things being equal, 
nges in government deficits will always 








ipation of those higher future taxes, 
the overall savings-investment gap 
anged. The extremists among this 
risingly) influential group even argue 
such. far-sightedness ‘works across 


today so` that they can bequeath 
heirs enough to pay their bigger tax 
These so-called neo cardians have 
i | raight face, 





xactly offset by changes in private sav- 
s; Bigger deficits today mean higher - 
‘tomorrow; people will save more in - 


rations. That is, people. might save - 


budget deficit 
cause higher 


n’s economy in 1988 has- a lot in common with America’s in 
83.84. The parallel suggests that serunt will fall. Maybe | 


ECONOMICS] FOCUS 





was at work. It was just an dec coin- 
cidence that the budget and external defi 
cits appeared together. 

Implausible though it may seem, shifts 
in government borrowing have often 
been offset by shifts in private savings, just 


as the neo-Ricardians say they should be. 


Denmark’s government turned its budget 
from a deficit of 9% of GDP in 1982 to a 
surplus of 3% in 1986, hoping that this 


Current account as % of GNP 


“Budget deficit as % of GNP 
ee eee 










* Fnac deficit 


United 
States. 


Sources: csó; OECD; us Counci of Economie Advisers- 


Instead, the external deficit wid- 


ened slightly from 4% of op» to 5%. That 


- happened because private savings fell by 


more than half, from 1496 of GDP to 6%. 
A closer look at America's twin deficits 


further undermines the idea of a simple 


link between the two. Much depends 


upon which years are compared. Ameri- 


ca's current-account deficit reached 342% 
of GNP in 1987, compared with broad bal- 
ance in 1982. Yet between those two years 


the government's budget deficit actually 
fell from 3'2% to 2/296 of Gnp. Over the 


same period private savings fell by 212% 


of GNP, while investment rose by 2% of 
| ONP. This seems to put the blame for the 
 currentaccount deficit as much on 
changes in private savings and investment 


às on government borrowing. 


+ The restoration of Britain's budget to 
balance may therefore be less reassuring 7 





-Household savings as%ofGNP -12 


close the country’s current-account x 


productivity means eac 
ler output, and higher B 


than the government thinks. However, 


there areother reasons to shrug off the 


parallel with America. First; Britain's ex- 
ternal deficit is smaller. The Treasury ex- 
pects it to be only 1% of GNP this year— 
though some private forecasters reckon 
that it could reach 2% of GNP by next year. 
Second, whereas America i is a net foreign 







end of lit year, Bitai i has net 
sets approaching $200 billior 
Britain’ s a 


is no easier to Pamade resic lenis to m 
funds home thag to pode foreigners 
to lend new money. 

Perhaps the dest test oí : 
sustainability of a growing current-ac- 





count deficit is to ask whether the cor 


responding inflow of foreign capital is be- 


ing used to pay for consu iption or for. 





latter, the 
s by w which. it 


productive investment. - 
deficit is creating the m 
canbefinanced. = ^ — 
According to Mrs Thatcher s govern- 
ment, the capital flowing into Britain is at- 
tracted by excellent investment opportu- 
nities, due partly to tax ‘cuts and other 
supply-side reforms. The same argument 
was popular in Amer 1983-84. In 
fact, though total American private in- 
vestment rose from 14% of GNP in 1982 to 
1742% in 1984, with business investment 
rising at twice the average pace of previous 
economic recoveries, investment has since 
sagged. Most of America's foreign bor- 
rowing has financed a consumer spree. 
Consumer spending has 
























savings have fallen 
GNP in 1981 to 444% last year. Investment 
has looked rather sluggish- -chough this 
year shows signs of a strong rebound. But 
the absolute level of investment matters 
less than whether capital is used well or 
badly. Thanks to'a massive improvement 
in productivity, the rat f return on capi- 
tal in British manufacturing has risen 
from 396 in 1981 to 1196 last year. Higher 


pound of invest- 














ment generates higt 
returns should eventual 











ount deficit 
rassment three 
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s driven Brit 
ain's economic expansion too. Household 


If, from 9% of. 


e 

investment. t This shift in Britain’ s produc- Z2 
than America m 
est reason to 
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rlines. P d 

ere are signs that this system’ s days 
bered. British Airways (BA) has been 
ised. ‘The Dutch government now 





| Turkey to New Zealand plan to sell all 








gulated its domestic market, and wants. a 
e liberal international regime.. 
Other changes are on the way. ^ 1 
ign airlines still cannot pick up a passer 








ashington DC (a route BA flies every day), 
e American airlines reckon foreigners 
eventually be allowed to compete in the 
erican domestic market. The European 
hmunity is committed to liberalise air 
ices within its jurisdiction. 

Several airlines have already started to 
globally. Ansett, an Australian airline, 


services in New Zealand last year. In 
, Ansett bought 2076 of America 


rlines, a regional carrier based in Ari- 





o 2596 of an American carrier). 


nd Denmark) and half owned by pri- 
te investors, has long thought globally. Its 








erge with Sabena and then, when the Bel- 
gian carrier rejected him, with British Cal- 


rgentinas. 


Wu 


ional airline industry. First, many of the 





ght feel quite free to meddle with. Third, 
sting bilateral agreements between gov- 
ents cover the rights of national, not 


d have to be renegotiated (with much 


ings proliferated. 

For these reasons, many in the industry 
nk that globalisation will come not 
‘ough equity stakes but through joint ven- 
es. Two groups of European airlines have 
«come together to develop competing 
puter reservation systems. Qantas has 
d a deal with American Airlines to 
-k-buy” 35 seats on a number of Ameri- 


geles to New York. In Australia, Qantas 
n now sell these seats 2 as vif. they 5 were its 





7 passenger airline to follow a lead being given 


s less than 4096 of KLM. Governments . 


part of their flag carriers. America has de- . 
 inga way through the rules that stop a for- 
. eign airline from operating in another 
J country's home market. 


from, say, Pittsburgh and drop. him i in y - 


into a joint-venture to operate sched- 


merican law limits foreign owner- 

.. company. There is nothing in international 
sas, which is half owned. by three - 
ndinavian governments (Norway, Swe- 


executive, Mr Jan Carlzon, tried to 
_ with any profits distributed between the two 


donian, where he was defeated by BA and. 
ritish jingoism. Mr Carlzon is now ponder- . 
-whether to link with Aerolineas ve 


‘Mr Carlzon’s critics cite three reasons E 
doubt that cross-border equity holdings — || 
-prove the easiest route towards a multi — | 


rgers in America since deregulation have | 
ght more management problems than... 
have solved. Second, there is the risk of — 


esting in part-stakes in companies that — 
icians in the next elected government _ 


inational, airlines. All these agreements - 


ntial for political delay) if transnational 


s flights from San Francisco and Los 


- A more imaginative step wol d be fo 


by cargo carriers. TNT, an Australian trans- 
port company (which, not coincidentally, 
owns 50% of the adventurous Ansett), has 


in the past year broken into the lucrative in- - 


ternational express parcels business by find- 








Since it was not allowed to pick up a par- 
cel in, say, London and fly it to Birmingham, 
TNT decided to buy aeroplanes that could 
operate as small national carriers. They are 
painted in TNT’s livery, and only the most 
observant notice that the licensed operator . 
is (for example) Air Foyle, a small British 


aviation law to stop a European passenger 


carrier from developing this sort of project: - 
buying an aeroplane and leasing it to a lie © 


censed American operator. The aeroplane 
could be painted in the European livery, 
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| Flight plans 


HONGKONG 


r” Al TAK international airport, the 
AN funnel to the Far East for foreign- 
.ers, is noisy and clammy. It is also too 





| small. In 1982 Hongkong's airport han- 


. dled 8.6m passengers; last year, 12.7m. 
Over the same period, freight doubled to 
611,000 tonnes. With only one runway; 
pointing into the sea and barely a 


wingtip from high-rise slums, Kai Tak is 


operating close to capacity. But ; any ex- 
pansion plans will face fierce opposition 


from environmentalists. What Hong- as 


kong really needs is a new airport. 


Where can it be built and who will | | 


pay for it? On April 18th a Dutch com- 
pany, Netherlands Airports Consul- 
tants, began a HK$14.4m ($1.85m) 15- 
month study to find a site in what is 
known as the "western harbour" region. 
The Dutch are the latest in a queue of 
consultants musing over Hongkong's 

aviation needs. The local subsidiary of 
America’s Ralph M. Parsons Consul- 


tancy is about to review a long-discarded © 


| plan to build an airport on the island of 
Chek Lap Kok. 
A new airport will have to replace Kai 


Tak, not supplement it. Air-trafic con- ` 
trol would not be able to cope vi two 


- 5 airline po of d in 
sold. With other airlines gung-ho for inter- 





: . at he global e 


. mercially and for.safety- 
E So the best answer. may. be to. persuade 
i. before e. end 


“are already tout ig an abandoned 
-Takas the venue for- Expo 97". which 
Hi hlippeng to coincide: with i ‘China’ s take- 





y go zo global by moving 
: pees, the Hi as hotels 





















































































pany are now being 


national diversification, Allegis sharehold- 
ers might yet rue the day they rejected Mr 
Ferris's approach. 

Aer Lingus, Ireland’s national carrier, 


has signed a joint-venture with Securicor, ~ 
British security company with a fleet of var T T 





and lorries. Aer Securicor, the new com- 
pany, will make door-to-door deliveries in 
Europe. If the venture goes well, it will be 
| by the end of this 
ture, continue to 
i gla rid of airfreight. 
That i is pire n pw businessmen of the 
aviation industry seem to o be congregating. 

















airports in. a 
best sites, ar 


à m paine ene dar the consor- 


tium hopes, will c come from the Chinese 
government. 


The Chinese, though, still talk of 


: building an airport just across the border 
cin Shenzhen; the Port 


guese talk about | 
building an international airport in Ma- | 
-cau for a mere HK$3.5 billion. Both air- | 
ports would be perilously close—com- | 
y—to Hongkong. | 
| 

i 











Macau 


ese (who wi ake over ^ 
the ce atury) ki help. 






: hd | over. 









Commerce with the world, for a 
small country, is the only way to 


substantial wealth. Trade with 


China and the Far East have been 
important for centuries. The 
Swedish East India Company, 
founded in 1731, equipped and dis- 
patched 132 expeditions over the 
next three quarters century. Those 
who financed and led these voyages 
demonstrated a willingness to ac- 
cept risk and face the unknown 



























which should earn our respect and 
their example may serve as a chal- 
lenge to us. 

This tradition of trade is still con- 
tinued. Today Kinnevik is Sweden's 
largest importer of finished pro- 
ducts from Japan. Kinnevik is also 
the initiator and a co-founder of 
China Telephone Company Limited; 
a Hong Kong company in the cellu- 
lar telephone business. Kinnevik 
continuously seeks opportunities to 


érvattnings AB Kinnevik is an investment company with annual sales of SEK 7,500 M and assets of SEK 11,200 M. The head office is in Stackhoim 
ed through wholly: or partially owned subsidiaries. Kinnevik's business areas include: forest 
equipment; import, retailing, leasing and service of cars and earth “moving machinery; operation of cellular mobile telephor 
ation of credit card phone systems; sale ot data-communication equipment; satellite-TV broadcasting: publishing; insurance. an 





ry and manufacture of pulp and: paper; steal produ 


establish new con munica 
tems in Europe as we 
Orient and other over 
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That’s because our revolutionary MD-91 and 





om a 


' ae tires 


MD-92. 165 passengers lc eee, 
in mixed class seating. 


P panama. 










MD-91. 114 passengers SS 
in mixed class seating. 


- demonstrator aircraft has been in actual flight 


MD-92 will be the world's first commercial testing for nearly a year. This plane, an MD-80 
airliners powered by ultra high bypass engines. with the GE engine mounted in place of one of its 


With twin GE Unducted Fan(UDF™) power conventional jet engines, has logged more than 
lants, nothing else will offer such remarkable 65 flights. Over 125 hours in the air. Executives 


el economy —up to 4076 less fuel burn of leading airlines around the world have already 

compared to today's most advanced twinjets. flown aboard the aircraft. 
othing else its size will be as quiet for As a result, we know exactly what this 

passengers and for airport communities. Or technology can do for airlines in terms of fuel 
more comfortable for passengers. savings and noise reduction. 

Far more than a ^paper" airplane, our Now were ready to talk. 

WE WERE THE FIRST. AND WE ARE THE FUTURE. 
MCDONNELL 





DOUGLAS 

















The rebuilding of -. 
New York’s rickety b 


PTIMISM has peppered the first-quar- 

ter results from America’s biggest com- 
mercial banks. With the exception of Bank- 
ers Trust, all of them increased their post- 
tax profits by at least a fifth compared. with 
the same quarter of 1987. Ac first sight this 
is an impressive recovery from the disasters 
^f last year, when several of the big New 
ork money-centre banks, led by Citicorp, 
reconciled themselves to $1 billion losses in 
order to boost their reserves against third- 
world loans. Look more closely: the quality 
of some of this year's earnings—and the 
strength of some of these banks— remain in 
doubt: | | 
The trouble with these New York 
banks, whose bosses once bestrode the 
world, is that growth and profitability. di- 
verged. So the stockmarket has redistrib- 
uted capital away from them and towards 
the country's more robust and profitable re- 
gional banks. Trapped by interstate banking 


bans and Olass-Steagall's separation of com-. 


mercial from most investment bank- 

ing the New Yorkers grew ambi- 
tiously but expensively by adding 
more assets and expanding overseas. 

Now, to raise capital, avoid takeovers 

and cover their lossés, they are having 

to try to concentrate on what they do 

est and most profitably, | 

.. That is why the trading room fea- ; 
‘tured prominently in all the banks = 


: income statements. The joy of trading > = . 


~ income is that so much of it (around 

. two-thirds of profits after overheads © 
have been covered) drops straight — 
into a bank's pre-tax profits. Manu- 





facturers Hanover, which boasted of °° 


record quarterly post-tax profits of 
$140m, earned $67m from trading 
foreign exchange and securities. The 
firm's trading profits increased by 
72% compared with the first quarter 
of 1987. Apart from the, catch-all - 
"other revenue", ', trading was the only - Ls 
business’ where profits: improved by a 
more than 10%. = 
But Bankers Trust's akome 
in foreign-exchange.trading show the 
dei of relying on ud income. 
'ofit growth. In the last quarter ^. 
of 1987 Bankers Trust's traders made 
. an unprecedented and unsustainable ..- 
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$572m in revenue, propelling ihe bank’s 
post-tax profits to a record $284m. Foreign- 
exchange trading (which made $337m) was 


the main contributor. A quarter later, the. 
bank's foreign-exchange operations first lost 
- their star foreign-exchange trader, Mr Andy 
'" Krieger, tọ Mr George Soros's Quantum 


Fund and then lost $19m. The bank's prof- 
its from securities trading also dropped to 


$68m. As a result Bankers Trust's net in- — 


come for the quarter increased by only 196 
compared with the figure a year earlier: 


Most big banks' profits were > further in- 





flated by their near-unanimous decision to 
make smaller provisions (ie, additions to re- 


serves) against possible loan losses this year 


than last. Only the ever-prudent J.P. Mor- 
gan and the Texas-tinged Chemical Bank in- 
creased their. provisions. Chemical. has al- 
most a quarter of its assets in the troubled 
Texan economy, thanks to its purchase of 
Texas Commerce a year ago. Americ: s big- 


gest bank, Citicorp, reduced its provisions 





by a heady 40% compared with a ye 

Some of the improvements are 
offs. Nen-recurring income from 
fits, the cashing-in of investments d 
sale of unwanted operations boosted 
ures at Chase Manhattan, LP. M 
Manufacturers Hanover. In Chas 
such profits-—chiefly from t the 
Paris office-building ($59m) and i t 
its securities-information system, In 
Data ($61m)—accounted for 62 
bank's net income. There will be a 
time gains later in the year. Chase | 
raise $500m fram the sale of its dat ep 
ing building near Wall Street; May 
ers Hanover will increase its shareho 
funds by $275m after selling its consu 
finance subsidiary to American Ge: 
Corporation. v 

American banks need these she 
capital to rebuild their balance sheets 
the storm of third-world provisionir 












































d ee provisioning a sae to up nn 
interhatianal jon for capital a 






a itiantg's i EA power is 
Although its costs are still growin 
than revenues—the bank's ¢ 
increased by c only Sm com 





| ibd, m 
p vestment 5 



















from xil to « cover ris 
| s quarter of 1 ,987. Regular B 
payments will add about $50m 
.ter to Citicorp's interest. in 
Citicorp cart be its costs uri 
trol, it shoutd soon be able to: 
buil Iding its equity hase, whi 
-stands at 3.6% of its $203 bill 
assets; or it could increase its : 
© which still fall short of the $5.9 
in non«performing loans the 
Owns. | 
. LP. Morgan has tio need 1 
uild equity or reserves, ites 


































































New York banks in the first quarter 





ber, Mr Toyoo Gyohten, vice minister for 
international affairs at Japan’s Ministry of 
Finance, was shocked. 








` 
La 


Total 
















assets income income * A 
es ame omo esee Quem arem Ae arai oiis A year later the mood has changed. Fol- 
April 20th, Mr Mulford was subdued. It was 
97 277 171 47 95 12 61 44 35 M: ic pore wg sigue Y and the 

| e —————————————— runnin e press conference. 

mi ma uec I wi iu 5p p». i. EN Fs Mr Mulford came away with very lit- 
"Chemical 788 126 26 55 e a7 23S 4! 30 tle—a fact that, in earlier years, would have 
Manufacturers had him huffing and puffing. The Japanese 
T Hanover m6 140 52 48 B a 98 4A 23 promised to review the mixed system of auc- 
Bankers Trust 597 126 6 38 101 48 8 49 5.1 tions and syndication for the underwriting 


























































Source: Company reports 


holders’ equity comes to a comfy 6.1% of its 
assets. It has also provided amply for losses 
on its Latin American and other loans. At 
the end of March Morgan's reserves came to 
$1.6 billion—more than enough to cover 
the $1.5 billion of non-performing loans it 
holds. Bankers Trust's ratios are almost as 
healthy. It too has bigger reserves than non- 
performing loans ($1.3 billion against $1.1 
billion) and an equity-to-assets ratio of al- 
mo st 5.196. 
— Of the other big banks, Manufacturers 
-Hanover and Chemical face the biggest re- 
construction problems. Manufacturers Han- 
over's sale of its consumer-finance subsid- 
iary will pull the bank's equity-to-assets ratio 
up to 3.596; but it is still horribly exposed to 
"Latin America. Its reserves of $2.6 billion 
amount to only 6396 of its non-performing 
loans, and many other loans, judging from 
the high level of provisions, remain poor. 
But Manufacturers is beginning to prune 
the bank back heavily. 
- Chemical’s first-quarter profits were 
more solid, but its room for manoeuvre is 
‘more limited. Its equity-to-assets ratio comes 
to only 3% of assets and its provisions at 
$2.1 billion are far less than its $3 billion in 
‘non-performing assets. Chemical's prob- 
lems could be compounded by its ownership 
ofa Texas bank with $18 billion in assets. At 
the moment only 596 of Texas Commerce's 
loans are non-performing. But Texan banks 
of a comparable size have at least double 
that in non-performing loans. 
| Chemical will put further strain on its 
ratios by adding another $4 billion in assets 
to its balance sheet next January when it 
buys Horizon Bank in New Jersey. Chemical 
tried to create room for this by selling its 
‘consumer-finance subsidiary but found no 
takers. Even the operations Chemical is still 
trying to sell, such as its British mortgage 
company, will not fetch as much as they 
- might have because some of the best people 
- have already left. 


These concerns have left Chemical's 


book value. At that price the company's 
- value is only $1.3 billion. Like some other 
banks which have either fallen on hard 
times or find themselves outside the 
-superleague, Chemical might yet discover 
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- shares languishing at only 53% of the bank's - 


the need for a friendly foreign partner. Un- 
like Irving Bank, which this week became 
the object of a bid battle between Bank of 
New York (favoured by Irving stockholders) 
and Banca Commerciale Italiana (preferred 
by Irving's management), Chemical is prob- 
ably too big to suffer the indignity of a hos- 
tile bid. Or is it? 





Japan and America 


The twain meet 


TOKYO 


WS in a name? The follow-up 
meetings to the 1984 yen-dollar com- 
mittee are to be renamed the "US-Japan 
Working Group on Financial Markets”. 
This committee, of officials at the American 
Treasury and Japan's Ministry of Finance, 
was the original forum for American com- 
plaints about Japan's restrictive financial 
rules, and produced a timetable for Japan's 
liberalisation of them. Behind the latest 
piece of labelling lie some deep changes in 
relations between the two countries. When 
discussing rules for financial services, Japan 
is now almost the senior partner. 

For most of the past four years, America 
has used the bilateral meetings to bludgeon 
Japan into freeing its financial markets more 
quickly, and into being more determined 
about internationalising the use of the yen. 
These attacks, skilfully used by the Japanese 
finance ministry's international bureau in 
its domestic battles, have hastened the 
development of the Euroyen market and the 
deregulation of Japanese interest rates on 
large-scale deposits. And they have im- 
proved access for American firms to some 
Japanese financial markets, notably trust 
banking and the government bond market. 

The crusading tone of the Americans 
was encapsulated a year ago by Mr David 
Mulford, assistant secretary for interna- 
tional affairs at the American Treasury, who 
leads the American team. After the meeting, 
he unleashed a harsh public attack on Japan 
for letting its deregulation programme run 
out of steam as soon as the politically easy 
moves had been made. His opposite num- 





of yen government bonds, as long as Ameri- 
can financial firms could show that they 
were being denied access to new issues un- 
fairly. There was also a strong hint that Ja- 
pan's deregulation of interest rates would be 
extended to small-scale deposits in the au- 
tumn (provided the postal ministry can be 
persuaded) and that legislation will be 
brought before Japan's parliament next yea 
to open up more pension-fund business t 
foreign firms (provided the welfare ministry 
can be persuaded). 

[n the past, America has pushed for the 
switch to a full auction system for bonds, 
and would have gone in with guns blazing 
on behalf of its fund-management firms. Lit- 
tle progress was achieved on other wishes 
such as the easing of the Bank of Japan's 
control of short-term money markets, and 
freer access to the Japanese markets for new 
products and services, an area in which for- 
eign houses believe they have a competitive 
edge over Japanese firms. 

In the meeting itself, for the first time, 
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Too slick by hal 


Oil shares ice raced ahead of stockmarkets « on both sides of the Atlan- 
tic this year. Does a new bull market in oils make sense? 


TNvesrons who plunged into oil 
shares at the beginning of 1988 should 
now be feeling pleased. Since December 
Jist Standard & Poor's 500 share index 
has gone up 4.496, while the Fr-Actuaries 


al-share index has managed an equally - 
uninspiring 6.4%. But oil shares have 
risen by an average of 19% in New York . 


and 1396 in London. That is despite a ner- 


vous oil market: the price of a barrel of 


North Sea Brent has remained stubbornly 
below the $18 it reached at the end of 
1987. For much of February and March, 


| oil languished between $14 and $16 a 


barrel. 
When OPEC's price committee met on 


April 9th, it called for a conference of the - 


cartel's oil ministers later this month to 
consider production cuts. À meeting with 
non-OPEC oil-producers is also due. Oil 
prices have risen in advance of these get- 
togethers. They were given a further boost 
on April 18th when American warships 
attacked two Iranian oil rigs in the Gulf. 
Oil bulls hope that OPEC and its non- 
OPEC allies will seal a pact to cut both par- 
ties’ oil output by 5%. That hope may be 
in vain. Some nO countries. seem 
willing to help, but all cartel members 
won t obey their own rules. A $2 increase 
in oil prices this month is.already tempt- 
ing some of them to pump more oil. With 
world oil demand growing at under 11/96 
a year, non-OPEC oil production rising 


| steadily and oil stocks around 4% higher. 


than a year ago, the oil price seems un- 


likely to move far beyond a $14-18 trading 
range in 1988. 


So why are oil men euphoric? 


-Partly because the oil business is awash 
. With takeover. rumours. 
~ Texaco (vulnerable since it emerged from 
. Chapter 11 bankruptcy), Phillips Petro- 


leum and Unocal all look possible targets. 
In Britain, since BP's £2.3 billion ($4.1 bil- 


lion) takeover of Britoil, the lifespans of | 


many independent oikand-gas explora- 
tion companies have looked limited. Oil 


bulls see Enterprise Oil, Lasmo and Clyde _ 


Petroleum as likely bid candidates. 
Bid fever has been increased by the 


strength of big oil firms’ cash flow—ana- 


lysts at Salomon Brothers reckon that the 
15 biggest oil companies may accumulate 
cash surpluses of $75 billion over the next 
five years. Despite the strength of oil 


shares, Wall Street still values oil-and-gas - 


assets at around a 30% discount to their 


current value. Britain's brief spate of take- 


over activity has left fewer bargains, 


In America, 





Bid spesulinion will recur on both 
sides of the Atlantic, as long as it is 
cheaper to buy other companies for their 


oil reserves than it is to explore for oil. 
Britoil’s oil-and-gas reserves cost BP the 


equivalent of $3 a barrel —under half the 
cost of finding oil in the North Sea. A 
predator could own Texaco $ reserves for 
under $5 a barrel. — ^— 


Oil shares have othiee charms. Stan 






dard & Poor's oil-composite index yields 
4.6%, a significant premium on the mar- 
ket's average 3. 5%. In London the equiva- 
lent gap is narrower 


This, added. to nd cash-flows 
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stocks for these risky t times. 


Let bulls beware 


But several things suggest that investors’ - 


seemingly boundless confidence in oil 
shares might soon fade. First, despite bid 
speculation, nothing much has happened 


since BP pounced on Britoil, and Atlantic 


Richfield snared Tricentrol. The main ex- 
citement died down in February. America 
has yet to see a big oil takeover this year. 
Second, this year's average oil price 
stil looks set to-be nearer $16 a barrel 
than 1987’s $18.40. That will do little for 
refining profits this year: they go up, in 


volatile markets, when the | link between 


crude and. refir ed product prices is bro- 


| ken t to > the advantage of oil companies. 





“but still tempti g 
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“vative Arab states (such as Saudi Arab 
. and Kuwait) that favour long-term, caref 


bear markets which will 


soon stumble. 












Only petrochemicals seem likely to-mz 
consistent profits this vear. Explore 
and production will not turn out as pr 
able as the oil majors hoped when. 
pencilled in forecasts of $18-a-bar 
1988. Big oil. firms are already. 
spending their modestly increased ; 
exploration budgets. All told, the 
quarter of 1988 will be better tha 
poor results a year ago, but second-qu 
ter profits look likely to be flat. | 
Mr John Toalster, an analyst - 
Hoare Govett in London, says there : 
other reasons for b Heving that ite 
have overdone their enthusiasm, | 
past the oil sector has been reliably. 
cal. A long bear market between 1969 
1973. was followed by a 1973-80 bull : 
ket and a 1980-86 bear marker. l 
Black Monday, à new and prolonged 
market in oils looked likely. The sector’: 
renewed surge this year 3 encouraged 
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also thinks that oil prices of around $ 
barrel are here to stay because power with: 
in OPEC has shifted towards those conser 


exploitation of their reserves. 

Those underlying factors may mean 

that the cays of lengthy bull-and-bear cy 

in oil-shares are past. Mr Toalster be- 
lieves that this will be replaced by a voli 
tile period of 6-12 month " Eu ' bullan 

last into~ 

1990s. The first of those little bulls. me 
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De Beers still leads after 100 years- 
centenary marked by record sales, profits 


Extracts from 
Julian Ogilvie Thompson’s 
Statement for 1987 


It must be unique for a company 
which on its formation became the 
leader of an international business, 
indisputably still to hold that position 
atits centenary. Yet that is the achieve- 
mentof De Beers Consolidated Mines. 

[t is no less gratifying that in our 
centenary year the Central Selling 
Organisation should have been able 
to announce record sales of rough 
diamonds, and the Company to 
announce record profits and declare 
its highest dividend ever. 

The sharp fall in prices on world 
stock exchanges from the middle of 
October understandably caused 
hesitancy in diamond markets. 
Fulfilling its traditional role, the CSO 
responded by severely reducing its 
sales at the November and December 
sights and maintained its cautious 
policy into the new year. This action, 
together with reports of good 
Christmas sales in the retail trade, 
resulted in a restoration of confidence 
during the first quarter of 1988 and 
the market is once again firm. 


Further growth. 


For the fifth successive year world 
retail sales of diamond jewellery 
established a record, principally as 
a resultof increasing consumer 
confidence and spending — a 
reflection in turn of further growth in 
the world economy. 

Sales of natural industrial 


and dividend. 


diamonds and of synthetic abrasives 
and polycrystalline diamond (PCD) 
products were a record in both 
volume and value and the trend has 
continued into 1988. 





The diamond industry employs several 
million people in forty countries across four 
continents of the world. 


The Argyle mine in Australia, 
which in terms of volume is the 
world's largest producer, has been 
operating at full capacity for the last 
two years. The absorption by the 
market of most of the cuttable portion 
of its production has been remarkable. 
This has been greatly facilitated by 
the efforts of the CSO, both in its 





methods of assortment and sale and 
through its consumer advertising; by 
the constructive relationship between 
itand Argyle Diamond Sales; and by 
the ingenuity of the Indian industry, 
which manufactures the majority of 
these stones, in working them. 


Debswana Agreement. 


An important development during 
the year was the exchange by 
De Beers Botswana Mining Company 
(Debswana), in which the Govern- 
ment of Botswana is an equal partner, 
of part of the stock of diamonds 
accumulated in the depression of the 
early eighties for a five per cent 
shareholding in De Beers itself. 
The arrangements also entitle 
Debswana to representation on the 
boards of De Beers and the Diamond 
Trading Company. As the new mines 
discovered by De Beers geologists in 
Botswana have been brought into 
production in the last two decades, 
Debswana has become the western 
world's major producer of diamonds, 
by value, and it isentirely appropriate 
that it should participate fully in the 
decision-making of De Beers and the 
CSO. l am sure the arrangement will 
further strengthen the stability and 
confidence of the industry as a whole. 

Total production from De Beers 

mines and Debswana in 1987 was 
marginally lower at 22,842,586 carats. 
The mines have continued to control 
costs satisfactorily in an inflationary 
environment. 

Our world-wide prospecting 
programmes have been continued; 


e ——————— ——— 
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there are no discoveries of economic 
-significance to report. 

The employment practices section 
of the annual report records the 
progress that has been achieved in. — 
important areas. | would mention in 
particular the growth in our home- 


ownership scheme and the success of - 


the pre-university bursary scheme for 
black undergraduates. To improve - 
understanding of the career oppor- 


tunities offered by the mining industry | 


and itseducational requirements we 
_ have introduced a new system of 
_ liaison between the mines and 


secondary school teachers and pupils | 


which should be of benefit to all- 

concerned. ME 
Legislation removing job reserva- 

tion in the mining industry has at last 


been passed but not yet brought into _ 
- operation, pending the determination, 


of new regulations. Itis highly — 
important that this E i. 
matter should be brought to finality 
quickly, and that the regulations 
should facilitate the award of certifi- 
cates of competency to qualities 
blacks. 
The Anglo Ansa and De Beers 
Chairmans Fund and Educational 
Trust approved expenditure during 
the year of R49 million, of which 
|. some 80 per cent is on education, 
. primarily to help redress the 


E imbalance between the black and 


white educational systems. 


Reform for South Africa 
De Beers strongly supports rapid 

© reform towards equal opportunity 
. and dignity for all South Africans, 


. .. based on full participation in the 


political process. Regrettably, I cannot 
report any notable progress in this 
direction in the year under review. 
The May 1987 election for the White 
© Chamber of Parliament was fought 


| puis jas 
than from its left, andi in consequence 
the reform process came almost toa 


; oan vei 


i statements, is Sai 


largely on ine issues of sanctions and 
security, and the response of the — 
electorate, significantly, showed a . 
marked swing to the right, with — 












Federal party and. 






— the Conservative | 


Pi official o opposi tion = 


halt. The Group. Areas Act, one of 
the last great pillars ofa apartheid, is to 
be amended, not scrapped, and it 
remainstobeseen whether the _ 
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industrial relations, i in education, in 


housing and in. black ; participation in 


business, particularly i in the informal 
sector, there has been progress. 


A joint executive authority m 


Natal and KwaZulu has been. 
established and the Government, 
notwithstanding some discouraging 

id still to be fpnsider- 
ing the innovative constitutional ^^ - 
proposals of the KwaZulu/N atal 








Indaba. 


Sou th Africa, continues to sbe 


and ak farizaching ne new 


restrictions were imposed: upona 
number o f political and semi-political 








-only be governed by such me 
 Afrikaans-speaking voters leavi ig the nist 
ruling National party 1 forthe — — 
Conservative party, while English- 
i speakers swung from the Progressive 
the New Republic 
| party to the Nationalists. The overall | 
effect was to make the Government 


E four more e concerned about pressure 


asitis secon e 


Mega made in earlier years B 
have continued to bear fruit. ho 












organisations. It is not easy t 
the reasons for what was do 


indeed true that South Afric: 





these, then the need fo 
reform isobviously great h 
Y ap andd 















realised | 


































rae ever itis rina im necessary y tà 
negotiate and implement a consti 
tion which. can provide equa — 
y and political particip 

orall, protected byan — 
entrenched Bill Rights. — 










The fall C hairman’s Statetr 
contained in the Annual Report 
the Company for the year ended 
31st December 1987 which wa 


to registered Shareholdersoi on 
I8th April 1988. — 
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a amount of time wa nti 
g Japanese concerns about Amer 
ncial markets. These include the threat 
ym Congress's omnibus trade bill to the 
hree Japanese-held primary dealerships in 
American Treasury bonds; interstate bank- 
g; possible changes to Glass-Steagall: and 





merican team included one of i its experts 
domestic policy. 


. How has the boot ita to the Japa- 


ening of Japan’s financial markets that 
has occurred during the lifetime of the yen- 
dollar committee. Partly, too, indebted 
America has to think twice about kicking 
it primary dealers from a country that is 
so its main creditor. 
But the main influence is the complex 
ining of the two countries’ financial 
s as finance has become a global busi- 
What happens in, say, foreign-ex- 


affects markets | in New York or Chi- 
igo, and what happens ` in the securities 
usiness affects banking. Since the October 
ash, regulators have become more cau- 
ous about hell-for-leather deregulation. As 
g as talk of re-regulation is in the air, 
merica’s free-market Treasury speaks for a 
eclining area of authority. Japan’s Ministry 
of Finance now has as much need to swap 
Youghts with the Federal Reserve and the 
ecurities and Exchange Commission as 
with the Treasury. | 

= Hence the need to expand the two 
xuntries' talks from finance-industry horse- 
ading to wider considerations. The fric- 
ons over reciprocity remain—the need for 
iore deregulation. and equal access for all 
rms to both markets—but the background 
them has changed beyond recognition. 


"SHE finance ministers of the top indus- 
rial countries must have had sweaty 
is over the weekend of April 15th-17th. 
sooner had the G7 ministers put their 
es to yet another communiqué on ex- 
nge rates—saying that trade imbalances 
narrowing satisfactorily, and that they 
not want to see the dollar fall further— 
an on April 14th an unexpectedly bad set 


d the dollar crashing. To the ministers’ re- 
ef, the markets pum recy a bit ad that 










e regulatory fall-out from last October's | 
ockmarket crash. For the first time the — 


nese foot? The change partly reflects the 


o — " oes ums 


ge markets now affects equity markets 
iever before, just as what happens in To- - 


American trade figures sent share prices 








TOBODY knows exactly by how $8.1 billion. - 

much international investment in . British pension. “fails and insurance 
equities grew during the long bull mar- -companies have long been the biggest 
ket. But Salomon Brothers, an American foreign investors in other people's 
investment bank, reckons it has a good _ stockmarkets. Last year they were also 

idea of how much that business shrank — the biggest sellers, particularly in Japan. 

during and after last October's crash. In 1986 Britons sold a net $7.5 billion of 
The tables show Salomon’s calculations Japanese equities, and hënce missed one 
of the net cross-border flows for equities of the most remarkable rises of any of the 

(that is, fot each market, gross purchases world’s stockmarkets. The Japanese now 
of equities by foreigners minus their joke that, because Britons have become 
gross sales) for the fourth quarter of net buyers i in the past couple of months, 
1987, and for the whole year. Tokyo is sure to plunge. _ 

At the time of the crash, brokers Despite the crash, the flow of Japan’s 
noted that investors keen to liquidate net equity investment. abroad, at nearly 
their share portfolios were keener to sell — $17 billion—two-thirds of it into Amer- 
foreign equities than domestic ones. Few ica alone—was more than twice the rate 
realised quite how big those sales were:a of 1986. The Japanese were even net buy 
net $46.5 billion in the last three months ers of American equities in the last three 
of the year. Those same investors had — months of 1987. If Wall Street continues 
been heavy net buyers of overseas equi- — to slide, Japanese managers of overseas 

. ties for most of the year—enough to trim portfolios might get an even worse repu- 
the total of net sales for the whole yearto tation than British ones. 


That's the way the money flows 
International equity flows, net transactions* z 
"- | | | Investors from 
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Market United Japan Britain West Restof 
Fourth -— 1987 R Bend uM Germany — world _ Total 
E ee aa: - -60.  —04 i M -23 
“Britain  — . 05 02. - OO ¢ 0 ae. 
~ West Germany -05 00 -CM o0 —- — a 0-40 
| Retofwold ——  -08  -54 a — w -$9 5 4T 
Market 1987 000 en E 
"UntedSuts — — — — Ha o5 os 35 162. 
"hm 38 - 7M M Hà RR. 
tu ^—— — ^ 39 15 -— 2  .— 585 joa”, 
West Germany ^ —02 03 -19 = z 098  -09 | 
(Reim a 03 a 9 R9 0$ 
Total 15 163 16.8 02 -69  -81 | 
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bad news it was taken for. The quarterly Sani TUM mm rates up. 


trend in America's external deficit is still - That, together with a renewed promise 
downward (see page 41). But the new figures of concerted central-bank intervention, has 
could not have been better timed to draw buoyed the dollar for the time being. Some 
attention to the inability of the G7 govern- — traders reckoned that the flaring of tensions 
ments to shift trade flows by word of mouth. — in the Middle East also helped; Japan, and 
For the time being their fiscal policies are hence the yen, is especially vulnerable to an 
set —America's most obviously, because of — interruption. of oil: supplies. Ominously, 
its approaching election. That leaves only however, © opinion on the dollar's economic 
monetary policy to influence exchange lamentals" is undivided: the consensus 
rates. As the ill-fated Louvre accord showed, — is thar the « dollar will sooner or later fall fur- 
if America raises its interest-rates to put a ther, and perhaps a lot further. The convic- 
floor beneath the dollar it runs the risk of — tion seems as strong as it was in the seven 
sparking another..stockmarket crash. In months bou the | Louvre and bias . 
spite of this danger, the Federal Reserve has — ht ; 
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plunge again. Nerves are likely to remain 
frayed pending better American trade fig- 
ures. lf, horrible thought, the March figures 
» be released next month are as disappoint- 
.-ig as February’s, the central banks will have 
their work cut out to stop a dollay collapse 
solely by means of currency intervention. 





French banks 
| état, c est le 
probléme 


For French banks, it was never 
likely that 1987 was going to be 
as good as the "glorious" year 
before. The October crash 
made this a certainty. Three of 
France's biggest deposit-taking 
banks, private Société Générale and state- 
owned Banque Nationale de Paris and 
Crédit Lyonnais, have just revealed their 
387 results. Their mixed picture points up 
the strengths and weaknesses of French 
banks as they move towards the 1992 goal of 
a more unified European financial market. 
SocGen, France's fourth largest bank, 
reported net profits of FFr2.4 billion 
($395m), a 3.2% increase. Gross operating 
profit was down 9% to FFr9.2 billion, 
though by slightly less if last year’s definition 
is used. Typically of France's heavily staffed 
banks, costs, up 596, rose faster than bank- 
ing income (3.7%). Personal loans, 1296 in 
1984, now account for 27% of total lending. 
Commission income rose, but less than ex- 
pected, because of the October crash. 
Crédit Lyonnais, France's third biggest 
bank, which was hoping to follow SocGen 
quickly into private hands, reported a big 
jump in profits of 2296 to FFr2.22 billion. 
Under Mr Jean-Maxime Levéque the bank 
has made a big effort to expand the bank's 
consumer base. Crédit Lyonnais's deposits 
rose by 9.6%, twice the rate of its rivals’. 
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Lending to individuals rose 2896. Its costs 
rose by 6%, more rapidly than net banking 
income (3.1%). 

Banque Nationale de Paris (BNP) re- 
ported its first drop in profit in 14 years. 
This fell 596 to FFr3.01 billion. Explaining 
the fall, Mr René Thomas, the boss of the 
bank, blamed the slide on narrower margins 
on loans and on lower-than-expected com- 
mission income from financial markets. 
Those markets began to sour in France last 
spring, before the October slump. Despite 
lay-offs and small wage increases, BNP's costs 
also rose. 

One immediate problem for French 
banks is that some are nationalised, others 
are not. The finance minister, Mr Edouard 
Balladur, had hoped to sell Crédit Lyonnais 
before the election. Further privatisations 
were suspended after the October 
stockmarket slump. Now, if President 
Mitterrand wins, he has said there will be no 
more privatisations. Even if a conservative 
wins, it is not certain the Bourse would wel- 
come the sale of a big bank's shares in the 
present morose climate. 

Privatisation is not an end in itself, but a 
way to improve a bank's competitiveness. 
And now that direct credit controls have 
gone and many other restrictions on bank- 
ing in France have been lifted, the big 
French commercial banks are starting to feel 
constrained by their shortage of capital rela- 
tive CO assets. 

When the generous risk provisions that 
French banks make are counted, their capi- 
tal-asset ratios look a lot healthier. Even 
when this year's drop in risk provisions is 
accounted for (see chart on next page), 
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Thin end of the wedge 


French banks are less “undercapitalised” 
than many think. All three banks say thar if 
provisions are counted, they meet or are 
close to the capital-adequacy floor of 8% af 
assets recommended by the Cooke commit 
tee of the Bank for International 
Settlements. 

Yet, over and above this, according to 
Mr Levêque, his bank needs new equity if it 
is to expand, which he will be hard-pressed 
to get from the state. That is why he is call- 
ing for outright privatisation. Mr Thomas, 
too, would like to raise capital, but he is pre 
pared to contemplate a “backdoor” partial 
privatisation, involving the granting of vot 
ing rights to holders of certificats 
d investissement, representing 18.796 of the 
bank's capital, and the sale of a minority 
block of shares to small investors. 

However this problem is finally sorted 
out, all French banks, in the public or pri- 
vate sectors, face a harder and harder scram- 
ble for profits. The levels of profit in French 
banking are 15-3096 lower than in France's 
main competitor countries, according to Mr 
Daniel Lebégue, a former director of the 
French treasury and now director-general at 
BNP. 

French banks got a huge shock in the 
first half of che 1980s as companies deserted 
them for new financial markets, In 1981, the 
Conseil National du Crédit reported last 
year, credit from banks or near-banks pro- 
vided 8096 of the French economy's financ- 
ing needs. In 1986 it accounted for only 
about 4096. Banks themselves plunged into 
commission business in the money markets. 
But, as their 1987 results suggest, this is not 
where growing profits are going to be found, 
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Past not soon. 


rsonnel, They are reducing staff by attri- 
yn. Sacking large numbers of under 
ained staff and rehiring smaller numbers 
well-trained ones would probably cause 
o much of a political fuss in France. In- 


ain existing workers. 
© After the election, French banks vil 











iarge customers for expensive banking ser- 
ces. They want to be able to charge for 
ore services, especially cheques. In return, 





ounts, which is common elsewhere in Eu- 
; but not yet permitted in France. They 
t also shorten the long waiting time 
„allow themselves while processing 
ues. French banks would also like the 
iment to deregulate tax-privileged 
savings accounts. 

"ven the most efficient French banks 
.in the not too distant future, find 
mselves in cross-border deals with other 
: banks. Commerzbank, it is said, would 
















































ican investment 
rading, underwriting and advisory E 
dustry s star is falling, First Boston 


ANY f First Boston's problems are 
/À common to all the "special bracket" 
rms—the seven investment banks that 
ominate New York's capital markets. They 
ll grew too fast: First Boston swelled from 
,300 staff in 1978 to 5,500 at the end of last 
ear. Most of them let costs run out of con- 
rol: First Boston's have grown at an annual 
erage of 26% over the past six years. Man- 
gement, systems and computers could not 
ep pace with the growth. And lower vol- 
mes of trading since October's stock- 
narket crash have made. all the investment 








; On top of these, First Boston managed 


year to a string of defec- 





s has recovered just 2296. 


vestment banks, Morgan Stanley. and 


French banks are at [oec strivitig to cut - 
ir costs, some 60-70% of which go on 


ead, banks are doing what they can to re- 


Obably return to their campaign to re- | 
ove regulations that limit their freedom to 


anks might start to pay interest on current _ 


A a aling Star 


ave its own designer problems. Its bond 
ers chalked up huge losses with alarming 
Yd its-internal politics turned — 


April 15th, was a team . 
1y-0i t specialists. Such 


organ Stanley’ $ share price has risen- 
15% from its: post-crash low; First Bos- . 


Of the large purely rolak Nea York . 





Net ai 
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[Group net profits - 
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like a share in the capital of Crédit Lyon- 


nais. Deutsche Bank would like a French - 


banking network, and Paribas is looking for 
a buyer for a stake i in its subsidiary, Crédit 
du Nord. Already that post-1992 single mar- 
ket may blurrily be taking guape. a 








aly two » years: ago First Boston stood out as a shining success among Amer- 
anks—one of the few firms that led across the full range of - 

businesses. But now, as the whole in- 

s is falling even farther 


Goldman Sachs appear to have coped better 
than Salomon Brothers and First Boston. 
The first two have displayed a disciplined 
management and a coherent ethos that the 
second two have lacked. 

First Boston has long had a less sns 
personality than its chief rivals, partly be- 
cause of its mixed nature, being strong in 
both investment banking and trading. First 
Boston has been a free-wheeling place, giv- 
ing staff the opportunity to work on new 
ideas. The result has been a stream of inno- 
vations in areas like mortgage-backed securi- 


ties, swaps, bridging loans and takeovers. 


Yet this bred a star system, which has mili- 


‘tated against teamwork and internal har- 
* mony. Morgan Stanley and Goldman Sachs 
have discouraged stars. _ | | 

That same o also led First Bogtoh; to 


allow its traders a long leash. Until 1986 this 
proved profitable. But not since: — 
e In June 1986 First Boston was 


gage obligations. Losses: $100m.- 
e in April 1987 First Boston s own-account 


. firm's transactions. - 


caught 
holding too many of a complicated and 
rather illiquid sort of mortgage-based secu- 
rity known as Z-tranche collateralised mort 




















on sw hen | prices 
umped i . Losses: $100m. 
e During the e Oetker crash the firm’s risk- 





| arbitrage unit lost $60m on speculative posi- 


tions in takeover stocks. Its normal equity 


business, however, escaped unscathed. 


e In the first quarter of this year First Bos- 
ton lost a further $50m in the mortgage area 
when it discovered that "generic" mortgage 
securities it owned had been wrongly classi- 
fied as the more profitable "seasoned" sort. 


@ In March this year America’s National 
Association of Securities Dealers fined First 


Boston ‘for failing to report trades in the 
over-the-counter market for equities. When 
the markets were most active, First Boston's 
computer systems had been unable to cope, 
and traders failed to repott up to half of the 


Aayer, récently’ üppóitited 
as head of sales and trading, notes that only _ 
in two areas has First Boston made “abnor 
mal" losses: own-account trading and mori- | 

gages. Mr Mayer has fired those directly re- 


Mr William M 





_sponsible for the losses, clarified reporting 
lines and ordered traders to hold smaller po- 


sitions, especially in new products. The 
own-account unit has been disbanded; trad- 
ers can now take positions or set up arbi- 
trages for thé firm's own account only with 
the permission of senior managers. And, 
product by product, First Boston is intro- 
ducing a new system to try to quantify the 
risks of each type of security; this process, 
though nearly ‘complete, unfortunately 
reached mortgages too late. ; ———— 


Power plays 


Last year, the trading. TEN s poor: eror 
mance stirred up the political conflicts la- 
tent in the firm. In its annual financial re- 


sults, First Boston puts trading. income 
| under the heading “principal transactions”: 


In 1987 First Boston earned revenues c“ 

$211m in this category, but analysts reckc 

that after stripping out the sale of the bank's 
headquarters (profit: $80m), and the ínclu- 
sion of some underwriting earnings, trading 
would actually have made a loss. And that is 
before overhead costs have been parcelled 
out. Investment bankers claim that traders 
frittered away their investment-banking rev- 
enues ($850m, of which $350m came from 


fees for mergersand: acquisitions and $200m 


from fees on bridging loans). - 

In july 1987, at a meeting of the manage- 
ment committee, Mr Bruce Wasserstein, the 
co-head of investment banking, began to 
criticise the bank’s strategy. He said that 


given that business. was deteriorating and 


1 inks and foreign firms 
ffering tiffer competition, First Bos- 
į rethink its aims. More resources 
- e all cated to profitable areas like 
nking (the commitment of a 









| bank's s own ^ capital: to takeovers through — 


bridging | loans. and id finance). He im 





WHEN THE 
QUESTION IS MEXICO... 


THE ANSWER IS 
BANCO NACIONAL DE MEXICO. 


The economic landscape of | COMPOSITION OF MEXICAN EXPORTS | increase in 1987, is attracting 


Mexico is changing. MANUFACTURED investors worldwide. 

Mexico is establishing diss In each sector of the new 
itself as a vibrant participant economic reality of Mexico, 
in the global economy. Banco Nacional de Mexico, 








A number of factors punc- 
tuate this climate of change. 

Now Mexico exports more 
manufactured goods and ser- 


known as Banamex, repre- 
sents an invaluable ingredient 
for the effective examination 
and execution of strategic 





vices than petroleum prod- 
ucts. Mexico generated a 
foreign trade surplus of $8.4 
billion in 1987, 83% greater 
than in 1986. The phrase 
"Made in Mexico" is now 
becoming commonplace. 

Along Mexico's almost 
2,000-mile border with the | 
U.S.A., an unprecedented sounce 1985 1986 JUNE 1987 
assembly and manufacturing 
boom is taking place. 

Over a thousand “in 
bond" plants (Maquiladora) 
are participating in the global 
production sharing process. 
This industry is growing at a 
rate of 30% per year. 

Mexico's tourism indus- 
try, which posted a 16.796 


business options relating to 
Mexico. 

And rightfully so. 
Banamex is a financial 
institution of size, knowledge, 
and experience. A bank 
that is totally committed to 
respond effectively and with 
an uncommonly high stan- 
dard of professionalism to the 
international business and 
financial needs of anyone 
executing a business strategy 
in Mexico. 

So when the question 
is Mexico...the changing 
Mexico...the answer is 
Banco Nacional de Mexico. 
Banamex. The right answer. 











Banco Nacional de Mexico 
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The brewers of Foster's 
put it there because they had 
to have the best. 


Foster s Lager is the best-selling 
beer in Australia. And in the past few 
years its begun to win the world. It's 
sold in more than 80 countries now, to 
growing legions of discerning drinkers 
captured by its taste. It's a very special 
taste — and also a taste that never varies; 
no matter where you go it's always just 
the same. 


Consistency is remarkable 


This consistency of taste is re- 
markable — even astonishing — because 
beer is generally a fickle beverage 
whose taste naturally varies from place 
to place, because the water it's made 
from varies, as do the hops, the malt, 
and sometimes even the yeast. But this 
is not true of Foster's. Foster's is brewed 
in a dozen breweries scattered across 
three continents, and it always tastes 
exactly the same. How do they do it? 


Total control & Fujitsu 


They do it with a quality control 
system like few other companies any- 
where can match, a worldwide system 
that rigorously defines and specifies 
every last step in the brewing process — 
including reconstituting water and 
introducing special hop strains — and 
that tests everything, and tests it again, 
with no tolerance for error. It's a system 
ingenious in concept, relentless in 


uude 
FUJITSU 


execution, and completely dependent 
for its power on a Fujitsu computer. 


Who is Fujitsu? 

Fujitsu is the number one computer 
maker in Japan and one of the world's 
leading telecommunications makers, 
with 89,000 employees and projects 
completed in over 100 countries. The 
brewers of Foster's chose Fujitsu — 
emphatically chose Fujitsu — because 
Fujitsu, like Foster's, is known for the 
fierceness of its quality control. And 
thats why whenever you open a can 
of Foster's you will find a Fujitsu com- 
puter. You won't see it, of course, but 
you will taste it. You will very clearly 
taste it. 





s Qu — 

One of three Fujitsu mainframes employed by 
Carlton and United Breweries of Melbourne, Australia 
brewers of Foster's Lager. These systems. which are 
used primarily for quality control and distribution 
support 150 Fujitsu microcomputers and 500 Fujitsu 
terminals, half of which are linked by a Fujitsu optical 
data highway 








The global computer & communications company. 





“All airlines say goodbye 
at the end ofa flight” 


HUC EM $T 
eround staff say hello. 


E KLM serves 132 destinations world-wide. And at every single one you will find KLM’: 
< own ground staff. To offer help and assistance. And a friendly smile. ecoe 
; Even in those places you least expect it. ur aie 
re in the world. Test us, try us, fly us. The Reliable Airline KL 
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ling should get a lower priority. 
Mr Peter Buchanan, the firm's chief ex- 
` ecutive, disagreed. He did not get on well 
_ with Mr Wasserstein. Mr Buchanan is stiff 
` and cool; Mr Wasserstein is excitable and 
i egotistical. This clash spurred the four-man 
executive committee—which included nei 
ther Mr Wasserstein nor the other co-head 
of investment banking, Mr Joseph Perella— 
. to set up a strategic review. Last January this 
concluded that First Boston should remain a 
` full-service investment bank. 
Or so it is said. According to sources 
close to the reviewers, however, the true 
'Story never emerged. The review team drew 
up its first report in December. This turned 
out to be uncomfortably close to the 
Wasserstein line. It proposed staff cuts - of 


around 2096. It suggested pulling out. of cer. 
tain businesses such as commercial paper. It . 


| stioned the wisdom of staying in munici- | 
bonds. In the mortgage area, the report 


highlighted the inadequacy of both: ‘profit - 


ability and of the computer systems that 






provide information about exposures. The - 
review suggested that apial an. „costs " 


OS 
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should be ases business by husiness, 





which would allow First Boston to monitor... 


returns on equity for specific products. ; 


the moment it cannot. Corporate financiers- 


resent the fact that though they seldom. 
touch a keyboard they have to pay as. much 
ards computers as the traders do, . 
... These sources claim that senior manag- 
ers 'S tewrote the review, leaving out all-the 
above points. When the final version was. 
published, two of the four review staff. res 
signed. Mr Buchanan says there was no 
"first version". At the same time as the re- 
view was published, top management was re« 
shuffled, increasing some of the responsibil- 






ities of Mr Wasserstein and Mr Perella; But. ^ 


they were kept off the executive committee. 
The pair then quit to form their own bou- 
tique, Wasserstein, Perella & Co, taking 
with them 14 M&A colleagues. — 

Mr Buchanan says that there was no se- 
rious dispute about strategy, and that invest- 
nent banking got all the resources it 
vanted. He claims that this supposed tussle 
aver strategy is a cover for the true cause of 
he walk-out: Mr Wasserstein had realised 
that he would never realise his ambition of 
‘unning the bank. 

Mr Wasserstein was especially miffed at 
wing excluded from the executive commit- 
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profitable businesses: such as- 









Wassers 


mortgage market (but b 
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tee, since it: included. nobody from invest- 
ment banking but did include Mr Francis 
Jenkins, who had run trading and sales while 

the losses were being made, and Mr Mayer, 
who had been responsible for administra- 
tion and controls until he swapped jobs with 
Mr Jenkins in January. The other two mem- 
bers were the chairman, Mr Alvin Shoe- 
maker, and Mr Buchanan. - 

This is pretty ünusual; at oder Wall 
Street firms M&A men have not been kept 
out of the top ranks. But First Boston says 
that Mr Wasserstein would have been al 
lowed into the executive committee -if he 
had been prepared to think about the whole 
bank in a spirit of co-operation. There’s the 
rub, At one point he was offered the chair- 
manship of the ‘executive committee, but 





told that his $7m-odd salary would have to 


fall by around $5m towards the more mod- 


est levels earned by First Boston’: $ top män- 
- agers. He declined. this offer. Bas 








Moreover, ‘Mr Buchanan stresses that 
his firm’s business’ changes year by year, so 
the whole organisation has to: be 





1982 by the then head of trading and sales, 


.. arguing that because his area made most. of 
. the revenue, it should get a much greater 
- distribution of titles and money than im est- 


ment. banking." The man who wrote that 





memo, the pugnacious Mr Richard Curvin, 


suffered a similar fate to Mr Wasserstein: lie 


made a bid for power against Mr Buchanan 


in- 983. He too was forced out. 







First oston’s 5 Bisin drain has not only been 
of the takeover specialists who quit with Mr 
stein. Mr Larry Fink, who had made 
First Boston number two to Salomon in the 
has taken some stick 
for recent. losses). went to Mr Peter Peter- 
son's small merchant. bank, Blackstone, with 








| four others. Others departing have included 


Ar Mike Hernandez, under whose guidance. 
the firm had become top dog in municipal 
bonds, and Mr Jim Pavin, who ran interna- 
tional equities. d 





| equipment rer ^al 





on the 43rd. floor, while tradi : 


e kept. 
. strong. "I still have a memo written to me in 


| books," 


(8 plethora of brilliant and innov: 





The quitters claim that as th 
growh, it has become a less an 
work in, with political infighting ta 
too much time. There have also | 
grumblings that top management has 
to tell the firm's 100-odd managing 
what is. going on, Grumblers point out. 
at First B Boston Plaza senior management 
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by ‘Wasps and epending on.r 
tacts to bring in its main unde 
ness. In contrast to the equa 
more prestigious: and. aris 
Sti anley, First Boston was N 
af raditional First Boston ty 
said one member of the + 
ment committee who recently left. 
"During the 1970s internal . 
weakened the. firm and it lost gro: 
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ment a bankere—many of them kk 
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| proram on Wall Street has 


little to do with ego-inflating league ta- 


be the traditional top underwriter, Salo- 
mon Brothers. But Merrill lags far behind 
: | . Morgan Stanley on profitability measures. 
| Morgan’s net income for the first quarter 
came to $99m. At Merrill Lynch.—a big- 
ger firm-—-net income. came to just 


$68.3m. 


Two decades ago Salomon itself was 


Top ten US underwriters of corporate securities 


< and Cubans—who were more enterprising 
< than the traditional First Bostonians. Some 
of these people worked with Mr Wasserstein 
and Mr Perella in the rapidly growing M&A. 
department. New ideas helped the bank to 
‘win takeover business. The M&A depart- 
ment soon became one of the top three on 
“Wall Street. Bond trading, mortgage securi- 
ties and CSFB also helped make First Boston 
one of the most-profitable- investment 
banks, earning a return on equity of 3096 by 
the mid-1980s. | 

<- Though they credited T ubt 
much of the bank's success, some of these 
newer recruits did not mix-well with longer- 
serving bankers. Mr William Lambert, for 
example, the managing director responsible 
for new M&A ideas, was criticised for wear- 
ing a beard and jeans in the office. The old 
guard rated some of the newcomers more in- 
terested in their own ambition and pay than 
in teamwork. A lot of these outsiders have 
now gone; but plenty remain alongside the 


/ iddle Americans. 


Bostonian bounce 


First Boston has too many good bankers not 
to remain a leading firm, so it will probably 
bounce back as it did after 1978. It finished 
- the first quarter having handled seven of the 
. 13 largest takeover deals announced in that 
period—including Koppers’s — defence - 
against C.H. Beazer and Staley Contínen- 
tal $ iud Tate & ess 


























= bles. In the first quarter of this year, 
' Merrill Lynch overtook what seemed to 


the outsider. In 1970. gentlemen. from 
Smith Barney were able, as the chart 
shows, to do more deals than hustlers 
from Salomon Brothers. Cosy relation- 
ship-banking (where investment banks 
did not try to poach clients) meant that 
there was room for everyone provided he 
was someone. 

In 1970 the firm at the bottom of the 
top ten, the feebly-capitalised predecessor - 
of Prudential-Bache, managed a market 
share of almost 496. Last year Prudential- 





If the firm isto succeed, the manage- 
ment will have to tame costs. While at the 


" bank, the Wasserstein and Perella group 


echoed criticisms made’ by directors from 
CSFB: the place was spendthrift. Lavish core 
ferences and dinners, beanfeasts for clients 
at Mediterranéan resorts, and Porsches and 
aeroplanes hired on expense accounts. were 
common. That has also been true of other 


investment banks, of course. 





The free-spending ‘days are over. So far 


this year, the management hap trimmed 


$100m in costs (expenses totalled $1.2 bil- 
lion in 1987). Some of that has come from 


job cuts. Since October the payroll has 
fallen from 5,500 to'5,200, Some of thar has 


been in bond trading, a department which 
has lost 10-1596 of its people. Mr Buchanan 
. says this represents a shift of résources dur- 

ing a market cycle, rather than a retreat 





s Baché, n now with ten times 





| capital. | 
(supplied by Prudential, America’ s largest l 
insurer) finished in the same position but 


| did fewer than 2% of the deals. E 


Since 1980 rhe big investment banks 
have tended to pull away from the rest. 
Only one newconter, Drexel Burnham 
Lambert, thanks to its pre-eminence in 
junk bonds, has. been able to muscle 
throtigh the pack. to join a n group 
known as the "special or “bulge” 
bracket. In 1987 the top o vinos did 
almost 8096 of the deals; back in 1970 the 
then big five did 62%; even in 1980 the 
big six took only 72% of the market. 
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oùt ‘of any markets. 
© Computer systems have bes a big ex. 
pense. © Over the next 18 months First Bos. 





> toñ will start using its long-awaited "new ar. 


chitecture" computer. system, a large 
machine that will link all parts. of the bank, 
Tr-will provide real-time prices for trading 
and should save labour in settlements. Unti 
-now the bank has had to put up with ar 
ray of. independent: systems that have nor 
been ‘able to talk to-one another easily. 
Working out the positions and exposures of 
the whole firm has had to be done by hand. 
Technology now-costs $150m a year. — 
"Now that time-consuming territorial 
wighgles with CSFB are aboüt to be settled in 
a new deal, Mr Buchanan will be free to fo- 
cus his attention on intérnal matters. He 
needs to marshal his troops to work more as 
a team. This should be easier now that some 
of the stars have gone. D 
—. But paradoxically their departure—and 
the consequent threat to revenues—makes 
it even more urgent to implement some of 
the changes the dissident group had de- 
manded. It will also be easier for the execu- 
tive committee to make changes without ap- 
pearing to give in to. Mr. Wasserstein. 
Already, staff in the mortgage area have 
been cut back by 2596 and trading. limits i in 
any types of b oond have beet inne 





| Commerzbank Aktiengesellsc path 


County NatWest Limited 
eee Benson WM. 


Bear, Stearns & Co. Inc. 
Dillon, Read & Co. Inc. 
Hambrecht & Quist 


Incorporated 


Morgan Stanley & Co. , 


Incorporated - 
Reinheimer Nordberg Inc. 


Smith Barney, Harris Upham & we | 


Incorporated > 


Dean Witter Capital Markets 
: Commerzbank Capital Markets. 


ccs Z 


€ 4. Lawrence, 


Morgan Grentell Inc. | 
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Year ended 31st December 1887 
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Profit before tax 
Earnings per share 
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In the United States, apart from readymix concrete in Atlanta, 


In Chile and Mexico, both volumes and profits increased. 
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SCIENCE AN 


| am a camera, 


out where is the film? 


AMBRIDGE, MASSACHUSETTS 


wUPPOSE you have a fully automatic 
X modern camera. It can focus automati- 
ally, its shutter rapidly adjusts to changes in 
he intensity of light, and its film can handle 
normous variations in brightness. But it 
till needs to be reloaded. In this respect, 
iost people's eyes are far superior to cam- 
ras. In other ways, they are similar. Both 

nses; the eye's pupil is like the camera's 

'r; the eyelid is an effective lenscap. 
he`film in the eye is the retina, a thin, 
‘ansparent sheet of nerve cells at the back 





the eye. But unlike the film in a camera, 
eretina can be used again and again, every 
iy for three score years and ten, or more. 
The secret is "I1-cis", a molecule con- 
g the same atoms as a molecule of vita- 
ifi A but put together in a slightly different 
ay. Hl«is makes great film. Indeed, the 
ree main kinds of animals that have eyes 
pable of taking camera-type pictures— 
olluscs, vertebrates, and’ arthropods—all 
e I1-cis, even though they evolved along 
tite separate paths. 
What happens when an image forms on 
e retina has been known for almost 40 
ars. The retina contains a light-sensitive 
e molecule called rhodopsin—the film's 
wulsion. Rhodopsin is made by sticking an 
«cis molecule on to a protein called opsin. 
hen light shines on the rhodopsin, the at- 
1s in the 11-cis absorb its energy and shift 
»und; the 1 1-cis molecule becomes a mole- 
le of retinal, an unstable form of vitamin 
The-opsin is less than keen on this new 
rtner, and the. rhodopsin breaks down. 
iat chemical change leads to others, which 
d to nerve impulses, which the brain 
ntually interprets as an image. The pic- 
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ture is taken. 

Back in the eye there is some opsin and 
a rather active form of vitamin A, which 
soon changes to vitamin A itself. That, in 
turn, is changed to fatty esters—the most 
unreactive, stable form of vitamin A, famil- 
iar as an additive in cereal and milk. 

But there is a problem: none of these 
forms of vitamin A can combine with opsin 
to form rhodopsin. Their atoms are lined up 
incorrectly, And the I [-cis is used up. If that 
were the whole story, babies would get a 
brief blurred look at a white- 
coated obstetrician or midwife— 
and that would be it. No more 
pictures. 

Clearly the eye does get more 
1 1-cis—but where from? The mol 
ecule is only useful because it is 
unstable. It does not occur in any 
foods. But vitamin 4 does. And ev- 
erybody knows that eyesight im- 
proves with eating vitamin A or 
beta-carotene, which changes to A 
in the gut. This knowledge is not 
new: the ancient Egyptians "fed" 
their eyes as a cure for night-blind- 
ness by covering. them: with. vitamin-A-rich 
liver. So L1-cis must be being made from 
one or more of the types of vitamin A found 
in the eye. a SH 

The obvious candidate would be the ac- 
tive rype of vitamin A produced when rho- 
dopsin breaks down. But Dr Robert Rando, 
Mr Paul Bernstein and their colleagues at 
the Harvard Medical School, have shown 
otherwise. They discovered that the eye 
changes vitamin A itself into 11«cis. As the 
supply of vitamin A proper is used, the other 
forms of the vitamin replace it, keeping the 
balance of the various chemicals involved as 
nature intended and allowing the accumula- 
tion of I Iis to continue. 

So the steps in the film-renewal process 
are now known. But there must be a mecha- 
nism. Left to itself vitamin A simply will not 
produce 1l-cis in detectable amounts. The 
Harvard researchers have found a system of 
enzymes—proteins that act as catalvsts— 
which encourage the “necessary alterations 
to vitamin A; The enzymes do not live in the 
retina but in the “pigment epithelium”, a 
black layer of tissue that lies behind the ret- 
ina. This epithelium absorbs the light that 


the retina does not use for making pictures, 
preventing it from scattering back into the 
eye and causing double images. 

Finding the enzymes there explains an 
observation made in 1878 by Wilhelm 
Kühne, a German physiologist who, among 
other things, coined the word “enzyme”. If 
one takes a retina and exposes it to light, it 
turns from red—the colour of rhodopsin— 
to white. The light has bleached the rhodop- 
sin, destroying the ll-cis But if the 
bleached retina is put next to a pigment epi- 
thelium, it turns back to rhodopsin-red. The 
enzymes have done their work and replen- 
ished the retina. 

After months of searching Dr Rando 
and his colleagues have found chemicals 
that will act as a detergent and separate the 
various enzymes from the membranes they 
sit in. Although they have yet to purify rhe 





enzymes completely, their partially purified 
version is intriguing. First, it is fussy. It will 
not work with molecules that are almost 
chemically identical to vitamin A. It is also 
powerful. It can make 1 1-cis as fast as light 
can bleach it—so people can see in constant 
light without interruption. And it is also ca- 
pable of making a lot. 

That last feature helps people get used 
to the dark. Most people have noticed that 
their pupils quickly dilate, letting more light 
in, when they go from bright sunlight into a 
darkened room. At the same time their reti- 
nas build up plenty of rhodopsin, which 
makes the eye even more sensitive. At such 
times, there may be four times more | l-cis 
than vitamin A in the eye, because the en- 
zymes are working particularly hard. There 
must be some systém controlling just how 
much vitamin A is encouraged to turn into 
llis, so that the same "film" can work 
both outdoors and indoors. 

When Dr Rando and his colleagues 
work out how the enzymes do their tricks 
and what controls their activity, they will get 
a better understanding of how normal vi- 
sion works. They also hope to get some clues 
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about the causes of some problems of sight. 
They have no evidence as yet, but it is possi- 
ble that retinitis pigmentosa, or maybe other 
diseases in which vision degenerates, could 
be traced to a defective set of enzymes—or 


one that has been lost for good. 





Artificial diamonds 


Hard to beat 


OR all their sparkle, the most useful 

thing about diamonds is their hardness. 
Their strength makes them good at drilling 
holes and cutting glass. For the same reason 
that they are hard—they are formed under 
conditions of immense pressure and high 
temperature deep inside the earth—they are 


also rare and expensive, because they do not 
often make it to the surface. Artificial indus- 


¥ | trial diamonds—as good as the real thing 


but cheaper—are a popular subject for re- 
search. Now some scientists are making dia- 
monds that may even be better than those 
wrested from the bowels of the earth. 

A diamond's strength comes from the 
way that its atoms are arranged. Each car- 
bon atom in a diamond is linked by chemi- 
cal bonds to four others; each atom is at the 
centre of a tetrahedron with four more at- 
oms at its corners. In graphite, another form 
of pure carbon, the atoms link themselves 
only to three of their peers, not four, which 
results in two-dimensional sheets of atoms 
that can slide over each other. The differ- 
ence in molecular structure explains why 
one type of pure carbon is a lubricant, and 
the other an abrasive. 

The commonest way to make diamonds 
is to cool down carbon under high pres- 


. sures. Other techniques use heat instead of 


pressure, bringing a hot surface (around 
700°C) into contact with a plasma of even 
hotter carbon (around 20,000°C). The car- 
bon condenses on the relatively cool sur- 
face, making a lot of tiny diamonds. The 
newest technique avoids excessive heat or 
pressure. A surface is sprayed fairly hard 
with a beam of carbon ions (atoms with 
some electrons missing). The energy with 
which the atom hits the surface is enough to 
join it to its neighbours. 

This method has been around for about 
a decade, and was first developed by Russian 
scientists at the chemical research institute 
in Kharkov. Now two Australian physicists, 
Dr David McKenzie from the University of 
Sydney and Dr Phillip Martin from the 
Commonwealth Scientific and Industrial 
Research Organisation, have found that the 
technique can produce à new type of dia- 
mond. This new substance is not as orderly 
as a natural diamond. Nearby atoms are 
joined together in the proper way, but there 
are some mistakes and mismat e er- 
rors mount up, so that there is no > regular 


100 


-— 
t = 4 = 


structure huoc Tn the diamond—it is 
"amorphous", like glass. 

Glass, of course, is prone to breaking: 
the new diamonds are not. Tests by Dr 
McKenzie suggest that they are as hard—or 
even harder than— natural diamonds. This 
squares with some reports from Russia of ar- 
tificial diamonds that can scratch real ones. 
The Sydney diamond films also appear to be 
denser than natural diamonds, probably be- 
cause natural diamonds have flaws where 
one crystalline “domain” ends and another 
begins, whereas the glassy diamonds are 
continuous. 

The potential applications of these dia- 
mond surfaces are far-ranging. The Austra- 
lian researchers are working together with 
Surface Technology, a Melbourne company. 
Other research is being done by 3M in St 
Paul, Minnesota, and by various groups in 
Japan. As well as doing what other industrial 
diamonds do, glassy diamond may be par- 
ticularly good at providing hard edges for 
machine tools, or as a coating for optical sur- 
faces. Similar techniques can also be used to 
enlarge and improve natural industrial dia- 
monds. Enlarging gemstones, though, 
would be a long and costly business. 

There are also applications for con- 
sumer goods. A London company, Millspin, 
is examining similar technologies developed 
at the Harwell atomic physics laboratory by 
the Department of Trade and Industry and 
a mixed bunch of industrial sponsors. 
Millspin wants to use thin diamond layers as 
coatings for the metal on things such as 
wrist watches. The way that light reflected 
from the metal surface interferes with light 
reflected from the surface of the diamond 
gives the watches an iridescent sheen. 

Another everyday use might be the dia- 
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mond«oated razor: Diamond-ed dis 
would be so hard, idi caet to bristles, that 
they would hardly wear down at all, and 
could last for years. A British razor-maker, 
Wilkinson Sword, seemed interested in the 
idea before the company was taken over by 
Swedish Match last year. Government-fr 
nanced researchers in Japan are also looking 
into diamonds for shaving. Perhaps the 
girl's best friend will become a lifelong com- 
panion for boys as well. 





Alcohol and brain damage 


Pickled rats 


RAIN transplants for alcoholics sound 

like a sick joke overheard in a pub. But 
work at London University’s Institute o! 
Psychiatry is paving the way for implants o! 
brain tissue, taken from aborted foetus 
treat the severe brain damage cause. | 
chronic alcoholism. Foetal brain tissue ha: 
already been used experimentally to trea! 
Parkinson's disease in Britain, following < 
lead from Sweden and Mexico. If practica 
problems and moral objections can be over 
come, similar treatment for alcoholic brair 
damage may not be far away. 

Heavy drinking over long periods ofter 
leads to Korsakow's syndrome, named afte! 
the Russian neurologist who first defined it 
Patients become forgetful and cannot con 
centrate. They may have disturbed sense: 
and poor muscular co-ordination. They bab 
ble and hallucinate. After a while, going ot 
the wagon will not help—the damage be 
comes irreversible. 

Dr Jeffrey Gray, Dr John Sinden anc 
their colleagues in the London Institute o 
Psychiatry forced Korsakow's syndrome ot 
some unfortunate rats by feeding them larg: 
amounts of alcohol for 28 weeks, and ther 
no alcohol for four weeks. After that 
looked for symptoms, such as how baa tn: 
rats were at learning their way through . 
maze and how long they could remembe 
the skill once they eventually mastered it. 

The rats were badly affected b 
Korsakow's syndrome. They were mucl 
worse at finding their way through the maz 
than rats that had been brought up teetotai 
And their brain-damage was long-term, nc 
just a hangover. 

The brains of the afflicted rats wer 
then implanted with tissue from the brain 
of rat foetuses, which had been aborte 
early in their development. This tissue wa 
taken from cholinergic regions of th 
foetuses' brains—areas where the brain cell 
communicate using a chemical messenge 
called acetylcholine, which is used whe; 
memories are being stored. These cells wer 
implanted into the cortex and the hippc 
campus, both parts of.the brain thought t 
be involved in learning and memory. 
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SCIENCE AND TECHNOLOGY 


FUIN eet ee ee nee 


The rats given implants were tested in 
the maze as the implants took their effect. 
Their maze-running performance improved 
steadily until, after seven weeks, it was 
nearly as good as that of the control rats. 
They were then killed, and had their brains 
dissected so that their success could be ex- 
plained. The implanted cells were producing 
lots of acetylcholine, and they had formed 
links with the host brain cells. These post- 
mortem results suggested that the restora- 
tion of the ability to learn and remember 
would have been permanent. : 

Dr Sinden thinks it will eventually be 
possible to treat human alcoholics by brain 
implants, but not soon. For now, the signifi- 
cance of his work is what it implies: that the 
most severe effect of long exposure to large 
amounts of alcohol is the way it singles out 
cholinergic neurones for destruction—not 
larger-scale damage such as the shrinkage of 


brain tissue that alcohol can cause. Evidence 
that acetylcholine deficiency is involved 
brings the effects of alcohol into line with 
Alzheimer's disease, in which cholinergic 
neurones are also. selectively destroyed, 
though for different reasons. ` 

Many people oppose the use of aborted 
foetuses for any purpose at all; they are ap- 
palled at the idea of “brain transplants’. 
The doctors of the British Medical Associa- 
tion, who are drawing up ethical guidelines 
for the use of foetal brain tissue to treat Par- 
kinson’s disease, point out that foetal tissues 
are already used to treat diabetes and bone- 
marrow disease. Alcoholism is just another 
of the growing list of conditions for which 
foetal tissues may provide better treatment, 
perhaps even à cure. But the ranks of the 
protesters might be swelled if foetal tissue is 
to be used to cure something usually seen as 
a self-inflicted disease. 





Automatic dairies 


Cold but comfortable farm 


AMSTERDAM 


ins milkmaid, that smiling symbol of 
wholesome country goodness, is already 
an endangered species. If a group of Dutch 
agricultural engineers called “Farm 2000" 
gets its way, she will be gone for good. They 
have produced the first fully automated 
dairy, in which cows are caringly milked, 
monitored and generally made a fuss of by 
an impersonal-looking array of computer- 
controlled arms and electronic sensors, with 
not a rosy cheek in sight. : 
A prototype of the system was unveiled 
at an agricultural-engineering conference in 
Paris last month. The robot-cowshed con- 
sists of a set of stalls in which cows are both 
fed and milked. When a cow enters a stall, 
ultrasound sensors automatically scan its 
teats and find out where and how large they 
are. That information is used to produce an 


image of the teats in the central computer, - 


which serves to guide an robot arm. 

This arm then attaches teat cups to the 
cow. A conventional vacuum system, like 
those used in today's less sophisticated auto- 
matic milkers, coaxes the milk from the 
carefree cow. Once the suction has begun, 


the robot, which can attend to several ani- — 


mals at once, is then free to start work on 
another cow. 

This does not all happen willy-nilly. Mr 
Wim Rossing, the project's engineer at the 
Institute of Agricultural Engineering in 
Wageningen, insists that the robot will keep 


milking only if it thinks the time is right. It. 


takes decisions after considering informa- 
tion from a range of monitors and sensors 


that measure everything from the yield, tem- | 


perature and composition of the milk to the 
cows’ movements and general state of 
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health. Mastitis, for example, can be diag- 
nosed from the milk's conductivity. 

. The robot can also find out if the cow is 
ín its fertile period or not. It does this by 


measuring the amount the cow has been ` 
moving around—all the cows have counters 


on their legs which recórd their move- 
ments—and measuring its temperature. The 
computer spots Cows in oestrus with an ac- 
curacy of 9396. 

The cows might be forgiven for feeling 
rather alienated by all this—but the central 
computer does contrive to treat them all as 
individuals: Each cow is identified by a 
miniaturised transmitter worm on its neck, 
and information about it received during a 
milking is automatically compared with 
records. When measurements vary too 
widely from their expected values, the com- 
puter singles out that particular cow for in- 
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The computer also provides tailor-made 
meals for its bovine guest. When a cow steps 
into the stall its favoured menu is identified 
from the information contained in its collar- 
mounted transmitter. A carefully balanced 
helping of weighed forage is mixed with the 
right amounts of various concentrated 
foods. The meal is dumped in a small bun- 
ker which is guided along a rail to the appro- 
priate stall; there the mixture is dished up to 
the waiting cow. There is, of course, a good 
commercial reason for such pampering. Dif- 
ferent cows need different balances of 
roughage and concentrate to optimize their 
milk yields. > 

Combining the use of feeding boxes 
with milking stalls lets the cows be milked 
several times a day, at the most opportune 
moments. During an 11-week trial period 
some 20 cows were milked in such a shed. 
The cows, which turned up for food an aver- 
age 5.4 times a day, were content to 
milked four times a day. The greater num... 
of milkings (cows are usually milked twice 
daily) stimulated the cows’ capacities for 
production; average yield on the automatic 
system was 14% higher. | 

The frequent milkings, says Mr Rossing, 
do not improve only the milk yields; they 
also improve the cow's well-being. Cows 
milked twice a day are sometimes compelled 
to stagger around with their udders filled to 
near bursting point. Emptier udders reduce 
the chances of cows injuring themselves. 

The present prototype system is esti- 
mated to cost about £50,000 for an average- 
sized dairy. At the Paris meeting West Ger- 
man, French and British delegates agreed to 
co-operate in the production of a cost-effec- 
tive model to bé fully tested at the end of 
1989. They will be seeking support from the 
EEC's Esprit programme. Perhaps that will 
provide the robot-cowshed with enough 
computational power to work out b^" 
much the EEC's subsidy-monster, the c 
mon agricultural policy, should pay it for its 
efforts. 
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Although you don't know it, 


every time you drive your car 
out into a freezing dawn, we're 
right there with you. 

It is almost certainly salt 
mined or panned by us that 


melts the ice off your roads. 
The brakes, and the tyres 
that pull you smoothly and 
safely through frozen bends, 
were toughened with our fibres. 


And if, heaven forbid, you 


should ever be as unlucky as 
the man in the picture, it may 


be a seat belt made from our 


polyester that saves your life. 


Of course you are not to 


know that we are the world's 


biggest producer of both : 
and industrial yarns. We h 
never told anyone before. 
We've never talked ab 
our cancer research, our A 
and hepatitis diagnostics 





:d the fact that our dialysis 
ices are keeping thousands 


* 


ddney patients alive. 


In fact, although we are one 


he world's largest chemical 
ipanies, 68,000 strong, at 


work in 50 countries, turning 
over eight billion US dollars a 
year, you're unlikely to have 
heard of us. 

Well, we Dutch are a rather 
modest bunch. (Sorry, didn't 


it another way: for a twent 
year old company to achita 
success on this scale is not just 


unusual, it's unheard 
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Over-engineering. 


"HE CHALLENGE: ECONOMICS OF PERESTROIKA, By Abe 





| ie eran Century Hutchinson; 


'48 pages; £20. To be published as “The Economic ERE of Perestroika " by Indiana 


Jniversity Press; $18.95 
'ETWEEN the late 1960s and early 


1980s, Russia's claimed rate of eco- 
jic growth fell from 6% a year to 2%. Mr 
Del Aganbegyan spent those years as head 
f an economic research institute in Siberia, 
xplaining patiently that these official statis- 
ics were all lies and that the real decline had 
een from 5% to zero. Mr Aganbegyan is 
iow in Moscow as chief economic adviser to 
Ár Mikhail Gorbachev; his thinking has 
vp the speeches of Russia's leaders. 
Villit also change the course of history? 
The heart of Mr Aganbegyan's policy 
right be called the attempt to encourage 
xarkets without capitalism. The notion may 
ound odd. In the West, markets and cap- 
alism are synonymous. But the lessons of 
istory, especially chose taught by Fernand 
iraudel, show that the two terms evolved 
uite differently. Markets existed before 
apitalism in i form of peasant fairs and, 
ccording to Braudel, capitalism developed 
dependently and was imposed from 
bove, by a new merchant class. The lessons 
f contemporary communist reform teach 
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the same thing China’s success has been 
based largely on the encouragement of peas- 
ant markets. — 

Mr Aganbegyan’s ideas about markets 
without capitalism boil down to a proposal 
that producers should compete for custom- 
ers. For the past 60 years the order books 
have been filled with what the ministry that 
controlled the company ordered it to pro- 
duce for the five-year plan; little more, little 
less. The centrepiece of Mr Aganbegyan's 
book is a description of how companies 
should win orders by asking customers what 
they want, finding suppliers and making 
goods as profitably as they can. A large 
change: nothing less than the creation of 


customers in Russia. This in itself should 


create growth, though not, admittedly, over- 
night. It would be reasonable to expect a pe- 
riod of muddle and disappointment, as at 
the moment. 

Mr Aganbegyan's book also addresses 
the critical problem of the Russian econ- 
omy: waste. Russia has to produce nearly 
three times as much steel as America to cre- 








companies should become ane 


ate one unitof industrial output. Th 
waste occurs partly because compi 
nies hoard steel (they want to be 
of being able to meet their que 
and moiy because produ à 
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Wages, no unemploymen nt) and cape 
tal. In the jargon, " "no factor markets", | 

This is supposed to be a coherent 
scheme: some tasks good, others had. Iris 
not. When an economy as wasteful as Rus- 
sia's finds a way of reducing waste, it getsa 
one-off benefit. That would producea spurt 
in growth, but not a sustainable boom. 
Fairly quickly, the incoherence in che 
Aganbegyan approach will become appar : 
ent. Without markets for land and labour, 
companies will not have any idea of two of 
the main costs of the things they produce. 
Even if prices could be internationally come - 
petitive (and remember, too, that the rouble _ 
is not yet convertible), costs will not be, une 
dermining a big part of the reform: t 
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And since Mr Aganbegyan talks litt 
changes in ownership (the state will 4 
tinue to own everything) or the size of 
(the average Russian company is, by inte 
tional standards, g 








gigantic) there seems 1i 
chance of improving economic performa 
by implementing these two supply-si 
reforms. 

If Russia's economy does have a sf 
during the 1990s, Mr Gorbachev will ha 
chance to put some of these shortcor 
right. But would the creation of a lat 
market (for example) continue to be 
garded as "capitalist"? It seems likely. 
nitions of an old-fashioned co: 
economy vary, but on most peor 
would be: the national ownership. 
means of production, a big and. 
bureaucracy, a crash course in c 
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1] 


The good black earth 


T LEAST since records began, agri- 
culture in the Soviet Union has had 

a somewhat worse record than that of sub- 
Saharan Africa. This is quite an achieve- 
ment for a country with probably the best 
soil in the world. Even America's corn 


black soil of western Russia and the 
Ukraine. But productivity in Russian 
farming is one-twentieth of America's. 


Mr Zhores Medvedev, an exiled bio- 


chemist who lives in London, presents - 


this disaster as the outcome of a series of 
failed experiments and political troubles: 
Lenin's treatment of the peasants as ene- 
mies of Bolshevik power; Stalin's aboli- 
tion of private farming, his use of famine 
as an instrument of genocide in the 
Ukraine, and the second world war; Khru- 
shchev's campaign to bring under the 
plough over 30m acres of eastern Siberia 
and Kazakhstan (this was a success at first) 
and his organisational blunders which re- 
duced the agricultural machinery business 
to chaos. 

Before 1965 it was possible to blame 
Russia's three revolutionary leaders for 
the plight of farmers. From then until 
1986 Russia was ruled by a series of bu- 
reaucratic leaders, from Brezhnev to 


Chernenko. They did little better. 


with the West, largely through heavy invest- 
ment in manufacturing industry, and a Le- 
ninist party to organise all this. Nothing in 
Mr Aganbegyan's book does more than tin- 
ker with the old design. 





Archbishop Tutu 


No cheap grace 


Turu: VOICE OF THE VOICELESS. By Shirley 
du Boulay. Hodder & Stoughton; 286 
bages; £12.95. William Eerdmans; $22.50 


HE little brown man in the long purple 

gown is an oddity in the world of power 
politics, as he would be the first to agree. He 
has turned the smells and bells of high- 
church Anglicanism to a new purpose in his 
preferment, by way of the Nobel peace prize, 
to the reluctantly multiracial archbishopric 
of Cape Town. 

Able black people in white-ruled soci- 
eties come to leadership through their 
churches, the only organisations that will let 
them rise. Martin Luther King, Archbishop 
Tutu, his Dutch Reformed fellow-country- 
man Alan Boesak—not to mention Jesse 
Jackson—have wielded words as weapons 
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By providing cheap food to the cities 
and heavy investment to farmers without 
any proper cost controls, they arranged a 
system in which farmers produced food at 
a loss while the planners in the command 
economy demanded that they produce 
more. It would clearly have been better for 
both farmers and government if food pro- 
duction had been cut, but the govern- 
ment could not admit this, first because it 
would have had to increase imports and, 
second, because the quality of Russia's 
food has been rather low. The bureau- 
crats' creation still exists under Russia's 
new revolutionary leader and a third of 
the country's investment spending still 
goes on maintaining it. 

So what should Mr Gorbachev do? Mr 
Medvedev is in no doubt: encourage more 
private farming. At the moment, two sorts 
of contract farming exist. In the first, 
which is long-established policy, groups of 
workers sign a contract with a collective or 
state farm to provide food; the whole out- 
put belongs to the collective, but if the 
farmers can produce more (they can 
organise their work as they please), they 
are paid extra. In the second scheme, 
which is still rare, families lease land and 
equipment from the collective. They are 
then allowed to sell some of their output 


because they are allowed no others. Arch- 
bishop Tutu began as a teacher and reluc- 
tantly entered the church—a calling of 
lower status among education-hungry black 
South Africans—because the Bantu Educa- 
tion Act of 1953 denied him advancement 
in his first profession. 

His political views too were imposed 
upon him. In 1976 in Soweto the South Af 
rican police killed some 600 children who 
were protesting against having to do their 
studies in Afrikaans. White Christians re- 
mained, in their overwhelming majority, 
silent: 

You will say, what could you do? And all I can 

say to you is, what would you have done had 

they been white children? And that is all we 

would have wanted you to have done. 
This natural conformist has become fam- 
ous—even a bit of a bore—for instant com- 
ments to reporters and commentators of all 
stripes. He is happy with the English upper 
classes, who treat him as something of a pet. 
Lavish with other people's money, he raises 
funds even faster than he can spend them. 
Yet he has the gift that matters, of words of 
loving-kindness. 

Shirley du Boulay has brought off won- 
derfully what might have been a hagiogra- 
phy. Without dwelling too much on the de- 
fects, she lets them appear. She looks at the 








Babushka and hayrick 


on free markets, giving them an incentive 
to produce more food profitably. The 
hope is, as Mr Medvedev points out, that 
Russian farming has proceeded—usually 
backwards but sometimes not—through 
just such experiments. 


*W.W. Norton; 464 pages; £17.95 and $27.50. 





South African conflict as a pure English lib- 
eral, not missing the comedy: "He was so en- 
thusiastic, and one doesn't always feel like 
being enthusiastic," a Johannesburg parish- 
ioner complained, after Dean, Tutu intro- 
duced his well-heeled congregation to the 
Kiss of Peace and interracial hugs all round. 
Why does not the Archbishop, Chgst- 
like, extend that kiss to his enemies? H 
swers that the supreme sacrifice of Christ 
was the price of grace: "Just as there can be 
no cheap grace, so there can be no cheap 
reconciliation, because we cannot cry 
‘peace, peace’ where there is no peace.” 
The South African government detests 
him, especially since he supported the eco- 
nomic sanctions that are the only threat 
they fear. They accuse him of condoning the 
atrocities that blacks commit, in confused 
revenge. After the brutally public murder of 
an alleged informer in Duduza township he 
went down and faced the people at a funeral: 
[ say to you that | condemn in the strongest pos- 
sible terms what happened in Duduza. Our 
cause is just and noble. That is why it will pre- 
vail and bring victory to us. You cannot use 
methods to attain the goal of liberation that our 
enemy will use against us. 
One day those enemies will wish they had 
listened. 
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British education 
Learned snipers 


TAKE Care, MR Baker. Edited by Julian 
Haviland. Fourth Estate; 276 pages; £9.95. 
A COMMON POLICY FOR EDUCATION, By 
Mary Warnock. Oxford University Press; 
185 pages; £12.95 


RITAIN'S educational establishment is 

often portrayed, inaccurately, as 
fiercely opposed to change. Mr Kenneth 
Baker's sweeping education bill, now com- 
pleting its passage through Parliament, has 
raised many hackles, and put teachers and 
local education authorities on the defensive. 
That is a pity, because teaching has been 
changing rapidly in many schools, mainly 
for the better; and because education’s "ex- 
verts" need to be encouraged to think 

er about what further changes are 
needed. 

Mr Julian Haviland, a former political 
editor of The Times, has taken it on himself 
to collect and edit some of the 20,000 replies 
to Mr Baker's consultation exercise, which 
took place in the months before the bill was 
published. He hopes to promote debate 
over the Baker reforms by publishing mate- 
rial which the government would not. Most 
people and organisations who felt moved to 
respond to Mr Baker, however, took a carp- 
ing tone, especially about the clause to allow 
schools to opt out of local-authority con- 
trol—which most directly threatens vested 
interests. Even replies on the proposed na- 
tional curriculum, which only one in eight 
opposed in principle, concentrate on argu- 


ing why Mr Baker’s version was too pre- 
scriptive. There is a sense that the reforms 
were too hastily devised and are bound to 
run into trouble. 

One critic, Lady Warnock, a philoso- 
pher, has bothered to produce a coherent 
set of alternatives. She argues that a national 
curriculum can work only if the English 
change their attitude to education: Some of 
her criticisms of the present system have be- 
come commonplace: its tendency to divide 
schoolchildren too readily into high-achiev- 
ing sheep and sure-to-fail goats, the over- 
specialisation of three-subject A-levels and 
single-discipline degrees. But Lady Warnock 
goes on to argue that schools should stop 
making a central division between arts and 
sciences, and distinguish instead between 
the theoretical and the practical. 

Those two sides of a subject, she be- 
lieves, should be given equal status—as they 
are in German schools, In the past, subjects 
such as woodwork have been dumping- 
grounds for children who could not cope 
with the academic curriculum; today, the 
trendier "craft, design and technology" is 
sometimes used for the same purpose. 

Mr Baker's plans for the new curricu- 
lum, although they make science compul- 
sory (thus correcting any bias towards the 
arts), appear by Lady Warnock's criteria to 
be stuck in an old groove. His proposed city 
technology colleges will attempt to enhance 
the status of both science and technology by 
teaching both to a high level Lady 
Warnock, however, rejects the identifica- 
tion of science with the technological or 
practical. Scientists, she argues, should also 
be encouraged to think philosophically 
about their subjects. 





The trials of a theatre director 


Getting past Shakespeare 


ETER BROOK'S exotic and trium- 
phant “Mahabharata”, which has just 
opened in Glasgow, gives the lie to an old 
opinion: that Mr Brook has never been as 
ie as when he directed in London and 
tratford in the late 1960s. Those were the 
years of the “Marat/Sade”, a restaging of 
the French Revolution in a lunatic asylum; 
of "US", an improvised assault on the war 
n Vietnam; and of Mr Brook's circus ver- 
sion of "A Midsummer Night's Dream." 
Scarcely had the "Dream" been done than 
Mr Brook moved to Paris to set up his Cen- 
sre for Theatre Research. The research, it 
urned out, led down some peculiar paths. 
As a director, Mr Brook has always 
wanted to get to the root of things: plays, 
anguage, gestures and the potential of his 
sctors. His experiments in the “Theatre of 
cruelty” in the 1960s were supposed to 
hock his players into ways of acting they 
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had not considered before; the "cruelty" 
was to them, and not, as some critics sup- 
posed, to his often traumatised and aston- 
ished audiences. When Mr Brook went to 
Paris he began—largely because he was 
working with actors from many different 
countries—to investigate the roots of lan- 
guage. The result was "Orghast"', a play en- 
tirely in invented words, which was staged in 
the mountains at Persepolis. 

Mr Brook, however, had still not 
achieved what he wanted. He was looking 
for a text that could speak to everyone on 
every possible level, as Shakespeare does. 
An invented language, however sonorous 
and full of affiliations to ancient Greek, 
plainly could not do it. Film and opera could 
not do it (he has tried both). The answer, for 
Mr Brook and, by all accounts, for most of 
those who sit through the play for its nine 
enthralling hours, turns out to be the 
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“Mahabharata”, an Indian epic two millen- 
nia old and 15 times as long as the Bible. 

The “Mahabharata”, writes Mr Brook 
in his new collection of disappointingly un- 
focused essays*, "is more universal than 
Shakespeare's complete works." Whether 
or not this is true, it is essential to the self 
esteem of Mr Brook, who has felt for years 
that he can never get beyond Shakespeare. 
He longs to find some modern, or at least 
more recent, dramatist with the same range, 
height and depth, but to his rage he never 
can. Chekhov, who Mr Brook sees as a doc- 
tor "[taking] thousands and thousands of 
fine layers off life", is not sublime enough. 
Samuel Beckett has much of the nobility 
and poetry, but Mr Brook misses the teem- 
ing Shakespearean stages. As he wrote 20 
years ago, 

We're all sick of Shakespeare ... We cannot 

live on revivals of the masterpieces . . . By the 

time we have decided on a Shakespearean tech- 

nique, we are wrong. The dead man moves, we 

stay still. 
Even the Theatre of Cruelty, it seems, 
"could be considered an effort to recover, 
by other means, the variety of Shakespeare's 
expression, Even Brecht, the man in whose 
plays Mr Brook once thought all theatres 
ought to saturate themselves, is now seen to 
"fall short of ultimate truth." Mr Brook has 
the measure of "King Lear” ("of course, the 
whole play is about sight and blindness"), 
but "Lear" dazzles him too: it is, he says, 
"the prime example of the Theatre of the 
Absurd, from which everything good in 
modern drama has been drawn." 

Mr Brook struggles so much with Shake- 
speare because he hates all restrictions, and 
to be in awe is a restriction of the worst sort. 
He loathes commercial theatre, and set him- 


*"The Shifting Point". Methuen; 254 pages; £14.95. 
Harper & Row; $25. 
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self up in his crumbling seat in Paris as a to- 
tally subsidised venture, hoping not to draw 
“people who normally go to the theatre.” 
No staging, he once wrote, can last any long- 


er than five years: fashion changes contin- 
ually. Productions have been ruined because 
the designers decided at the start what the 


sets should be. Nothing should be set in 
stone. 


In all these ways, the “Mahabharata” is 


vintage Brook. The play will never go into 
repertory; it is getting 11 performances in 
Glasgow, and then it will have to move on to 
Tokyo. The play’s key word, dharma, is de- 
scribed by Mr Brook as “a conflict between 
a possibility and the negation of that possi- 


bility”. That seems a vague view for a direc- 
tor to take; and indeed, over the years, Mr 
Brook has seemed to become more tenta- 
tive. He used to say that the theatre he want- 
ed was one of "joy". Theatre was also “mer- 
ciless": a slate continually wiped clean. At 
the end of his latest book, he forgets these 
strong words: he would prefer the theatre to 
be "interesting". Not much hope, under his 
direction, that it will be merely that. 





The Thyssen collection 


Baron and king 


EVOLUTIONS of the past two centu- 

ries notwithstanding, the age when cul- 

ture was determined by aristocrats and kings 
is not yet dead. The document just signed by 
Baron Hans Heinrich Thyssen-Bornemisza 
and Mr Javier Solana, Spain's minister of 


Ashes 


OME news, but shamefully little, has 

filtered out to the West about the Feb- 
ruary fire at the library of the Soviet Acad- 
emy of Sciences in Leningrad. The fire de- 
stroyed, by one academician's estimate, 
about 400,000 books. These included an 
entire medical collection started in the 
seventeenth century (the library was 
founded in 1714, by Peter the Great) and 
most of the private library of the Radziwill 
family, collected over two centuries. 

The building was known to be a fire 
trap. Dmitri Likhachev, an eminent histo- 
rian at the academy and a self-appointed 
guardian of culture, explained in Moscow 
News that he had warned about it two 
years ago, but had met indifference. 
Other libraries too have burned down, in- 
cluding the history-faculty library at Len- 
ingrad University. The famous Lenin Li- 
brary in Moscow is collapsing into the 
Metro which runs underneath it. At the 


Pushkin House, which holds all Pushkin's 
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Harlequin and baron 


culture, to transfer from the Baron's home 
to Spain the core of his extraordinary collec- 
tion of paintings, went above all party poli- 
tics. The baron had dealt with King Juan 
Carlos through the king's brother-in-law, 
the Duke of Badajoz; the king had cut the 
red tape. If all goes well (the agreement is not 
yet hard and fast), "the only princely collec- 
tion of the Medici type founded in the twen- 
tieth century", as the Herald Tribune de- 
scribes it, will be permanently on show in 
exactly the way the baron wants. 

Under the agreement, Baron Thyssen is 
to be the chairman and have the casting 
vote in a new foundation, endowed by the 


manuscripts and most of Dostoevsky's, 
the hot-water pipes have burst “more 
than 40 times", according to Mr 
Likhachev, in the past two years. And the 
physical damage is not the worst of it: 


[n the past, too, there were articles pub- 
lished, followed by official promises to put 
things right... And in those same cities 
where libraries were destroyed and book de- 
positories were flooded, before those prom- 
ises were honoured, there grew up splendid 
buildings of district party committees and re- 
gional executive committees, in the fine of- 
fices of which those who had signed those of- 
ficial replies discussed the problems of 
leisure, deliberated on the declining thirst for 
books and the crisis of moral integrity. This 
“upside-down” glasnost is worse than keep- 
ing silent, for it. . . enables people to make- 
believe that the train is picking up speed 
when in fact it is standing still. 


Who, then, will stand up for literature? 
In Leningrad the library administration 
director and his deputy tried to persuade 
the authorities that the damage was not 
serious. They sent a bulldozer to clear up 


Spanish state. He will also have his own 
rent-free museum, the Villahermosa Palace, 
opposite the Prado. As compensation for a 
ten-year lease of the most valuable paintings 
in the collection, the foundation's owners , 
will receive an annual payment to buy more 
works of art from the Thyssen collection. 
The paintings in Spain will be available over 
the next ten years for exhibition abroad, but 
at the end of those ten years they will still 
belong to the baron; if he does not feel that 
Spanish bureaucrats have treated them as 
they deserve, he can decide not to give them 
to Spain. 

Most of the paintings coming to Spain 
will fill resplendently the gaps that exist in 
state art collections: French Impressionists, 
post-Impressionists, contemporary art from 
Europe and America and Italian, German 
and French old masters. There is a slight 
overlap with El Greco, Murillo, Zubaran 
and Goya (the Villahermosa was origir ^" 
meant to be filled with Goyas, and had 
been redecorated to take them), but the au- 
thorities are well pleased that some of their 
most famous works are coming home. 

Dynastic interests played a part too. 
When the baron started his negotiations to 
cransfer the paintings to Spain, he talked to 
various city mayors. Chief among them was 
Mr Pascual Maragall, the mayor of Barce- 
lona. "Tita" Cervera, the baron's vivacious 
fifth wife, was born in Catalonia, of which 
Barcelona is the capital. Shortly before the 
agreement was signed in Madrid, a similar 
foundation and a similar ten-year leasing ar- 
rangement for 150 Italian old masters was 


signed with Mr Maragall. 





the yard, full of burned and half-burned 
books. But they had reckoned without the 
ordinary Leningrader: 


When the ashes were taken out to the d 
(they were thrown out of the windows), peo- 
ple from different unofficial groups appeared 
on the scene and started snatching charred 
books right out from under the excavator 
basket. ... The gates were locked to keep 
them out. They climbed over the fence. They 
were told over and over again: "The books 
are beyond saving." But they stubbornly 
scavenged in the ashes and spread out 
volumes . . . under the open sky. 


Some were children; some were students; 
some were people on holiday. They hung 
the wet and charred books on strings 
and spread them out on the floors of long 
corridors and reading halls. They inter- 
spersed the pages with sheets of dry paper. 
Then they took out these sheets and put in 
new ones. 
It was the people who saved the books: a 
tale worthy of revolutionary mythology, 
and a heartening labour of love in the 
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< equivalent professional qualification in a relevant subject together with 
some: sepan d practical experience. The preferred age range is 28-35 
years an 





Applications are invited for a Lecture- 


. tenable for five year 


ittee require a Spesialis ** ps té i 
^ area of Economics will be 






economics and/or finance would be 


These are new posts, The duties include giving specialist assistance to. a a particule 


_ initial salary, dependent on the qualifi- 
_ cations and experience of the Lecturer. 


the salary between £14,287 and £17,306. Appointments will [ 


University of er COLEG PRIFYSGOL 








Department of Econo! ) uw INVERSITY 0 ES 
SITY LL 
LECTURESHIP ` J 


- OF NORTH WALES 
SCHOOL OF ACCOUNTING 
BANKING AND ECONOMICS 









ship in the. 





88. Candidates with intei 


ACCOUNTING AND | 
FINANCE 


Applications are invited tor the above 
post, which is an established post. 
| Applicants. should have a relevant 
degree and professional qualification 


but applicants with interests in matro- 





arly welcomed. 


appointed, will be within. Grade A. 





















e for a period of two years. 





The Establishment Office 
House of Lords 
London SW1A OPW 


Telephone 01-219 3185 





|The Woolwich is one of the UK's leading 
Building Societies with an extensive- 


. £9 billion. As a result of the exciting 
growth in our business operations we are 
+ currently seeking to expand our 
Corporate. Planning function, based at 
. 44, our Chief Office in Woolwich, South East 
> London. 
^s. Asthe Society' S Econometrician you 
... Will be responsible for establishing a 
. framework of computerised econometric 
^... and business modelling systems, to 
|. assist in the planning of business policy 
and strategy. The post is a new one 
. where you can expect to use your 
| experience. of financial modelling 
. — techniques and your knowledge of the 
~~ financial markets to contribute towards 
the growth and success of one of the 
country's leading financial institutions. 
-. The ability to analyse complex 
information, to think creatively and to . 
formulate sound strategic advice are all 
key features of the job. You must also be 
able to communicate effectively both. 

























For further details and application forms please contact 


oq losing date for the return of forms: 11 May, 1988. 


Branch network and assets in excess of l 


Office (Academic Appointments), AJ 
versity of Leicester, University Road, 


May 1988. 


ws andi in anes 

Ideally candidates should be aged 25. 
or over, and qualified to degree level in 
Economics/Econometrics. In addition 
you should have at least 2 years’ 
experience of computerised financial 
modelling work, preferably gained within 
a large organisation in the financial . 
services sector. 

We offer a generous starting salary 
and an attractive package of benefits 


including twice yearly salary | reviews, 


concessionary mortgage facilities, 


. BUPA, 25 days’ holiday, subsidised - 
i restaurant facilities and a first rate ` 


pension scheme. Relocation assistance 
will be provided where appropriate. 
For an application form and further 


‘details please write to or telephone. 


Shirley Williams, 


¿+ Personnel Officer (Woolwich), 
‘Woolwich Equitable. Building Society, " 
‘Equitable House, 


Woolwich, London  . 
SE18 6AB. Tel: 01-854 2400 Ext. 5731. 





We are an equal opportunities employer. 













Leicester LE1 7RH (telephone 0533 | f 
522439) to whom applications on the — | ar ji 
-form provided should be sent by 20 . | names and : 


| Private apartments for long- 


| cessible and are situated in 
. | Oxfordshire, Berkshire, Wilt- 
| Shire and Devon. 

| All have been tastefully con- 


| whilst retaining their original 
| character and atmosphere. 


* | cleaning and heating are pro- 


d  istrators. 


£9,260 to £14,500 or Grade B £15, 105 | and should have the ability both to 
to £19, 310. -.] teach-and.to- undertake substantive 
SQ feset vin their chosen discipline. 
] ent will. be on the Uni- 
Further particulars from the Stafir ; lurers" Scale 


£20,270 £22, 9t 0 per annum.. A 
cations (two copies) givin — 
veria oce umen, S 


— [4e8,. University College of North 
E ie telephone 0248 351151, ext 
















. term occupation are available 
in our historic houses each q 
which is set within extensh 

private grounds. 


The properties are easily ac- 
















Kent, Surrey, Sussex, Essex, 














verted to provide luxury living 














All. services. including meals, 








vided by | Resident Admin- 






Write or telephone for our 
- Wustrated brochure: 


ASSOCIATION LIMITED 
(E34) 41 Kingsway, 
London WC2B 6UB 
| . Telephone: 01-836 1624 




















FOSTORIA GIANNA RATT SARIS DE 


HUNGARIAN MANAGEMENT CENTER 
ACADEMIC DIRECTOR 


plications are invited for the above position. 
The HUNGARIAN MANAGEMENT CENTER (HMC), an E Dd ionalby funded organ 
tion for developing and promoting Western management skills and tec 
management training, research, consultancy and conferences, veil t 
late Fall 1988 in Bu apes. 
HMC wil offer a full range of management training programs for young. 
senior managers from Hungary and, in Timited. numbers, from other : 
. countries an the Soviet Union, international economic conferences, busine 
| and workshops will also be organised and hosted d the Carder, 


"READERSHIP IN BUSINE: SHISTORY j| Sota ee 


conference units at Center. ‘Qualified (oats must aue 













P padre are invited for the et isl Gt E a ' f _ £ Verra education and innovative instructional Cer welt: 

Business Departme Ensmnamiecs The anna " in inter-cultural communication, International experience and awareness vi 
History in the nt of ] * a aeria planned economies are recommended. in addition, candidates mug have fa 

Will be made trom 1 October 1988 or as soon as possible MOTT : ^ relationships with selected business schools, management training cent 

The successful candidate will be expected to have. a strong comm taining centers in a number of Western countries, We are 


l men esearch and ach aconomir and husines . innovative, entrepreneurial and strategic-minded candidates. 
t tor to te courses in "E : ; 2 The appointnem is for a minimum of 18 months, begiemig in Summer ?988 
L Remuneration is highly competitive and will be based on the candidates Ru T 


: The salary will not be less than £20,270 per annum. "E (d [o and experience. 
may Kee sik AB E p subenited by accompanied by a curriculum vitae and at least three coterences should be 
Room 212, Whiteknights House, PO Box 217, The University 






itted by hgs TIGA to: 


TeS ianh RG6 2AH. | d i œ joseph Battat, East-West Management institute, co jode Lave School o 
irinin | ] [|^ Business, Bloomington, IN 47405. Telephone 812-335 7529: Telex 272279 INDIANA U 


The youngest Faculty of of Economics and Business 
Administration in the Netherlands was established 
in 1984 at the University of Limburg, at Maastricht. 
The educational programme of this rapic idly gr growing 
faculty (700 students and 100 profe | 







dip l b training for develop- 














search fellows) is characterized by : 
problem-oriented learning, while its ypo — ment of Omani staff. ' fhis as nent is for one 
gramme aims at integrating economics, s, business . | year, subject to extension. 
administation, quantitative methods and the social | B4 RESPONSIBILITIES: 
sciences. || Pe we structure of public and private labor 
seek ii tee markets in Oman; wage bnc ad. 
acis Doni applications T OP -g Saiar, saone and . UPER PA x 
ensions of labor markets; demand and supp- | 
associate professor of D]. dy determinan: indusrial practices and labo 
| market institutions; prepare praec Hons af mamn- 
finance mU 1 EE power requirements and supplies; and evaluate 
-Applicants should have the following qualifica- | results/ effectiveness of programs. 
; E © | | | REQUIREMENTS: 
| | z Su bstantial educational and research ex perian- | ©) * Ph.D in Economics s specializing in labor and 
: -= They should have corned a dock thesis — = | manpower, or equivalent experience; practical 
k and made a number of high-quality contributions — | espensnee in labo d marke sbi. e ses 
to the field of Financial Management.. : |] two Roamer ea ok guis i stp ie 
di - They are expected to acquire fluency in the | ES TAI Gin fo pua onde cage je eon Pon 
: Dutch language as well as a working knowledge — | l ability an for the duration uc M ee 
of the Dutch institutional environment. — : j| a to supervise, train, transmit Knowle 
— Relevant experience in practice and knowledge ! and lelegate responsibility to counterparts and 
of other European languages are considered : familiarity with Arabic e ages 


an advantage. The World Bank recruits 





Successful applicants will coordinate their Activities 
with the Full Professor of Finance and wäl be dele- 


gated responsibilities with regard to DONE ang Eoma hone ment at The zies whi "Th. é World B ak 





research. | |] offers a competitive salary and benefits includin ding 
Salary range: Dfl. 6,227,~ to Dfl. 8,144 gross per 1 «| the provision, if eligible, to maintain ties 
month. | E your home country. Please send detailed cur- 


riculum vitae to: The World Bank, EMN Person- 
nel Team, RM #H-12-0-29, 1818 H Street, NW., 
— ion D.C. 20435, U. 5. ^. 


Further information may be obtained from Prof. 
Christian Wolff (43-888841). 


vacaturenummer: 8034 


Applicants should write to (and refer to ‘vacature- 
x] nummer): Rijksuniversiteit Limburg, dienst Perso- 
I| nele Zaken, Postbus 616, 6200 MD Maastricht, 

I] the Netherlands. 


 Rijksuniversiteit Limburg 

























Our Economics Consultancy Services Department is 
looking for experienced Economists who are interested in 
long-term assignments in developing countries and are likely 
- to become available during 1988. 

We are an expanding department based on providing 
: Economists who can work effectively in Government 

Planning in Developing Countries. We are looking for a 

very experienced Economist to lead a Planning Team in a 

major African Country and have a number of other 
opportunities which are likely to develop during 1988. 
























be considered for this post please send 
Vass quoting reference TR2/Staff. 








The Crown Agents for Oversea Governments 
& Administrations, Personnel Division, 
St. Nicholas House, St. Nicholas Road, 
Sutton, Surrey SM1 IEL. 


The Crown Agents is an equal opportunities employer. 














DATA MANAGEMENT 
FOR AGRICULTURAL 
RESEARCH 


n «8 The Centro Internacional de Agricultura 
e |] | Tropical is an international agricultural re- 


search and training centre. Located in Colom- 
bia, South America, it researches beans, cassa- 

` va, rice, and tropical pastures. It uses an IBM- 
4361 group 5 computer and IDMS/R software 
for database work. 


zement Position 




















successful applicant will be creative and forward looking with: 
ren capacity to work with teams of research scientists. 
\bility and five years experience in the conceptualisation, 
informa 


LEM 











t, and administration of scientific databases. 


ence in the administration and development of 
























ally competitive. Send your résumé and names and 

three professional referees before 30 May 1988 to Dr 

s; Deputy Director General, CIAT, Apartado 
-olombia, South America. a. 


















































The position. of Vice-Chancellor and Principal of the University of 
Sydney. will become vacant in early 1989 following the retirement of 
| Professor J M Ward, AO. The Vice-Chancellor and Principal is the 
| Chief Executive Officer of the University. _ | ; 
| The Senate of the University invites applications from women and men 
| who wish to be considered for appointment. Suggestions as to suitable — 
| persons for appointment who might be approached would also be. 
| pplications and suggestions will be treated as confidential and ` 
| should.be marked personal and confidential and addressed to The 

|. Chancellor, University of Sydney, NSW 2006, Australia, by 15 July | 
1988. Further information about the position is available from the | 
Chancellor. or by telephoning the Registrar and. Deputy Principal, . | 
(02)6923144. 0 | E a | 


The University reserves the right to make an appointment by invitation. 
Keith Jennings, i | 


| Registrar and Deputy Principal 





























Motor Industry Research Unit 
RESEARCH POSTS. 
There are opportunities to join the Norwich-based MIRU- team 
which supports Professor Krish Bhaskar's research into the world 
motor industry. — 
Research Associates carry out original research and analysis and 
undertake project work which includes preparation of proposals 
and publication of reports. j 
Candidates should have | | i 
 'k A good degree (first or second class Honours) in econom- 
ics/finance/management/marketing/languages or a similar 
relevant discipline vore das d 
` Research experience. | 
Writing and communication skills. 
An interest in the automotive sector 
Knowledge of a foreign language (especially German, 
. Frenchorjapanese) —— M i 
*. Abilityto usea keyboard — | 
Applicants with some but not all of these attributes will be 
considered. 


+ + tH 












Salaries will be determined according to 
tions within the scales £8,67 ; 
(under review WEF August 1). Appo 
ear, but exceptionally may be of 
urther particulars are available. Ti 
To apply, please write enclosing your C\ 
addresses of two referees to Ms L. M 
Research Unit Limited, 2 Dove Street, 
Monday, May 16,1988. — 































d ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS 
Energy Studies - TE 


t Ene By Programme, based at the Royal institute of inter a tio fils, a an 

fenced researcher. Applicants should be able to demonstra their ability to carry out 

i Ry research projects, supported with a. record of publications, Expertise would — 1. | 
7 beparticularly useful in the areas of: coal; electricity, enviro hment; i| às pects of energy, dE T]. 

: “and new energy technologies. t a 3 

|. This is a one year position initially, renewable thereafter. ; 

t [5 Salary: £12,500-£14,000 depending on qualifications and experience. 


j : . For. an application form and further details contact: Helen: aroi 10, st James's 
lo € London SW1Y 4LE. 01-930 2233, ext 252. 
































: ‘Consumer C ouncil- il represents the UK consumer, ft 
is our r jo. e promote the Consumer interest to governm 
| industry and commerce, icd a Ted and ne 
J» services. The Council iis funded by the Depa 

industry, 


NCC invites applications for the post of Senior 
P "cies Mii Offic 3€ 
























| ea are > looking for a first class young ing economist, perhaps: a ffo : 2o ost sth 
Pe 1988. graduate, seeking to develop skills in monetary Al he Counc : wide range of 


S issues include the Sale of Goods. vt c 
.. *conomics and to learn the arts of financial analysis. proposed housing legislation and re 


^ We are a small multi-disciplinary team, led: byan econo- utilities. 
mist, best known as high-level international tax specialists. Salary scale from £13,084 
We also offer independent advice on the management of. London Weighing) Suti e 
. . Currency and interest rate risk and on the use of modern 
- financial instruments. 


s J.F. Chown & Company Limited, 51 Lafone Street, 


London SE1 2LX 
(by Tower Bridge) 














| do £18,156 (nc 
otto 1.4.86 review. 









Highly motivated entrepreneur, technical 
"bac nd, to develop growth potential 
of international consultancy in Washing- 
ton: DC and replace retiring most senior 
dier es ene investment approximate- 











iol con 0 - 
Fuels -— 






dein comer n ires 
perie peke Mir 
ground. The position involves s. 
Searching and in 










£23 644 - £27 102 
|. pa.inc. 





bci TN UNS present ni vend oie E Hie mode 
The Governments Officer, CEGB, 





to the Group Personnel: 
Sudbury House, 1 5 Newgate 5 reet Le 
ECIA7AU. To arri 'e nolater tha 

NN , 1988. Please que jte reference 


The CE : Bi isan equal o DDortur j : re 
CENTRAL ELECTRICHY GENERATING BOARD HEADOL ARTERS 










areas: ee creasoftuel = 
particularly in the areas 
procurement. 
































You’ re young , ambitious and already successful ! li in | your r field. 


But you haven’t yet had time to experience the whole range of © 


management functions and approaches. 
Get the broad perspective you need for higher management with our: 


YOUNG MANAGERS PROGRAMME (3 weeks) 
| 1-30 September 1988 8-27 January 1989 28 May-16 June 1989 (in French) 
Over three intensive weeks you will discuss key management. iss ues s with selected "e 
n c successful yoüng managers from all over the world. And you can be ning will © ^ ^ 
- .. be excellent: INSEAD's faculty is respected for its hig 








2 a gh standards, its international 
2 perspective and its close contacts with the business world. » 
— ^ Three weeks on the Young Managers Programme could make à al the difference t to 
your career. Don’t miss your chance. 
Ask for a free brochure and application form from: 

Michèle Baliteau ——— | 
Young Managers Programme (Rm E) m 
INSEAD 77305 Fontainebleau Cedex France 
Tel + 33 1 60 72 42 18 1o secede J Fax + A | 60 n 42 4 











Centre tor r Financial Assistance to "Africain Couniós 
_ a Foundation established by — 


— CGARIPL© 


Cassa di Risparmio delle Provincie Lombarde 





















E 5 dk Ai iq du shia scm o combining visidottal modis at ashi with 
< Con ased ed = on a live issue of strategic importance 
























Milan - Italy | i 
-— Muchos of the Reciors ie eae integ: ted cay to developing general management skills and visionar 
Catholic Univerah] of Milan University of Bergamo |. | eade Ed qualities based on Ashridge s enh ies in Met 
Polytechnic of Milan : University of Pavia SE + > A focus on strate nic issues with a giobal per ect espon ng to. 
| State University of Milan | | changing needs of organisations and. managers operating in volatile - 
e and with the financial support of the Italian Ministry of Foreign Affairs 1 : business environments. | 
| b dz , Management learning in the core business di d jlines, linked throughout to 
a ioo. a project work and organisational assignmen ensure their relevance, is - 
taught by a faculty which combines intellectual a ngon with practical 


business experience. 


| P The Ashridge MBA Programme is desinit to provide focelerated devon 
~~ of experienced, high-calibre managers, who are likely to make a major 
contribution to the future success of the organisation. - : 


If you are looking for a senior management devel or rtunity which | 

leads to a roges managerial qualificatior b ih the individual. 

candidate andthe organisation, send now for a . 
f the 1989 Mos Mich o 








dados ned for. E from developing countries and for italian gra- 
< duates who pursue a career in banks, enterprises and international 
n RECHT operating with Loc’ S. 


Duration: 2 months full-time, starting October 1988 
| Work t language: English 
Venus alca Centre in Milan 


Sehol ika divallable from the | Italian Governmentand the EEC. 
_ For further detailed information, please contact 


The Master Secretariat 


"-  FINAFRICA - Via S. vigilio 10 - 20142 Milan 
s Tel iphone 2/0. 35.341 - Tor 313223 FINAFR | 


















al tin the Riviera’ s most beautiful bay 


IT DE FR: NCAIS 


Fanali ahead in its field. 


“Its “Total Approach” to French - 
is still an unbeatable program. 


For adults. 8 levels: Beginners I to Advar ced n ii 
. Daily 8.30-17.00 with 2 meals | : 
ext 2, 3 or 4-week immersion course starts May 2, May anda year, 
a INSTITUT DE FRANCAIS—E.D.23 
- ad 23 Av. Gén.-Lederc, 06 Villeranche/ Mer. Tel. 93 01 88 ^. Ts 970.989 F.: = 























i Your skills are needed cull 
taking courses in Coll leges 
Education. 


if you have q qualifications i in. any ol hi 
Accountancy, Bu usiness. Studies, 
ment Marketing, L re t. 
professional. rience you. may o 
year full-time course of teacher educ 
ene — 

































cg, en sasit You conc ur dts qu 


Send detailed résumé on work Me and acadernic experience for ro : l 
cost evaluation. S 


Graduate and aderqeadisbé brisas . 


o: 
















— Fe 


| Thames Pol 1 echnic. 
E Jownahi | 














Hill and Gernett 






Incorporating Avery 





We CAN help 


Write wE 
Graduate Tutoriais, GTAC Associates, 
FREEPOST, London W5 4BR. 
Tel: 01-993 3983 






@ courses in small groups @ each student followed-up 
individually @ a business-experienced academic team o 
accelerated progress by means of summer semesters 









Career oriented undergraduate and graduate programs. in 

business administration, information systems, internatior 

management, hotel management, communications, - 
public relations and European languages. 









"QUEEN MARY COLLEGE 
University of Lo 


Graduate Studies | | SEUX “14104 — Cedex- 
_in Economics = 









PhD/MPhil. Sigéritaion is of | 
fered in macroeconomics, micro- | 
economics, development eco- | 
| nomics, labour economics, | 
| industrial economics, economics 5 

of Latin America.. 3 


Recognised by ESRC. Scholar- |. | 
ships available. : 
Prospectus and applicationforms | 
| available from Higher Degrees | | 
| Officer, Queen Mary College, Mile |- 
| End Road, London E1 4NS. | 





FRANCE Tai: ($41) 22/8304 73 
ve) PARIS (Versailles) : E Courses in French or English . 
s in Dutch T8000 Vereaes 35... P ud EE 
BRUSSELS: ae 
Fue de Livourne 116-120, Tel: (433) 1 1201177 MONTREUX : 
, B-1050 Bru 









EU in French or English Grand Rue 42, 





Tel. : 4541) 21/953. T 
Courses in Franch or Enn 












European University is a member of the American: Assembly ly ot ; 
| ior aad Schools of Business. 2 


























= The National Economic Development Office 
(NEDO) is an independent, publicly funded 
organisation, whose purpose is to promote improved 


on industry. 


Weare looking foran Tanoa with Fana 


- City, Government, Trade Unions and the academic 


the financial problems of individual industries. The 


(ith all parts of the industrial finance community. 











“Applica ts should preferably have a degree or 
M professional qualification in finance, business studies, 


experience of the financial services sector. 


p. a. (inc ILW), which is currently under review, 
according to experience and relevant gual raias: 
There is a non-contributory pension scheme. 


An application form can n be obtained from: 


:'; Personnel Section 
National Economic Development Office 
Millbank Tower | 
Millbank 
London SW1P 4QX 
or telephone 01-211 4514 


Closing date for applications is 6th May 1988. 
NEDO is an equal opportunities employer. 


USINESS & PERSONAL - 





nall (asset: 














li icences. 












el: eu pne: Telex: 425170. Fax: 






NEDO 








.  toehnis, Kunihiko Takal, Herr D 
performance in the UK economy with special emphasis 


sector experience or expertise in financial quarters. You 
will advise and support the Committee on Industry and 
Finance, which includes senior figures from Industry, the 


rorld and assist other Sector Groups with advice about 


post provides an outstanding opportunity to work overa 
wide field including policy advice, and to make contact —— 


NATIONAL CONFEREN 





accountancy or economics and significant pone 


„Starting Salary will be from £16,557 p.a. to £20, 907 


ur New: sed à aking —Rá can advise 

| ign barks and private investors with respect to acquisi- 
$100m-$500m) commercial or savings 
nd loan banks in the United States. The firm can also help. 
n obtaining new national or state banking charters/ 


ATLAN TIC AMERICAN INVESTMENT 


237 Park Avenue, 21st Floor, New York, New York 10017 
(212) 697-8486 





pei Information: and. Res Seren Tokyo); and the 

Affairs (London) are iis à high-le 

`. Speakers and chairmen include: Toyao € 
Hon Francis , MP, 







~~ Kenen, Peter Cooke and others. 
~ The result will -bea rii tun j 
_ Japanese financial emm i p- | 
For further details | contact Angi Barke 
ext 222. Fax 01-839 3593. E 
| Royal institute of in 
0 St James' Sq 
























































FLEXIBLE EDUCATION AN 


| joportunit, for Higher canned tyne the | 
private an public sectors. de 

Thursday 12 May 1988 . ae 
Queen Elizabeth ll Conference n ti 





; London. 














Keynote Speakers; = ^ v 5 
Sir Bryan Nicholson, The Post ofico qu 
Leslie Wagner, Polytechnic of North London 
Baroness Se s Area Manpower Policy Board 


Anne Jones, Education Services,: A 
Commission. = ^ 


Workshops include Engineering. Retailing : ‘Health Care... 
Finance SmallBusinesses Tourism Credit Accumulation - 
and bl pk Training Learning Contracts IT | 

stance teaming saii paunan e 

Spontion: MSC CNAA PICKUP 

Further information: 


Dianah Ellis, SEEC, MB108, 383 Hollowa 
London N7GRN. Tel: 01-607 2788, ext t25 


/ lanpower S ervices 






















Stay in a urriished flat. One to for à rooms 

b bathroom and kitchen. W or month- 

rates, Left. Bank, Luxembourg and 
amasse. dh 

. Telephons Paris 43253509, or write PAA 

| Housing: e ec 









. AVIATION 
CONS ETRAS acqui- 


Rn Airline, A 
plage ect ment, develop 












| Develop your business in Frenc uM E 
markets: Confidential briefings, contacts, $o 
: inte tonsultancy from th > UK-based. x 

]- specialists. p Tc 









c Pereira ot all types, t 
fiction, poetry, juvenile, Ji sicat and 
gi works, etc. New authors wél- 








British Francophone Business H ; u a, 
Worship Strest, London -EC2 2HD. : 
x Ud dn 913. Te ase, tes „3th 

Fax: | : 






















“GOING on summer holiday or academ- 
dc sabbatical? Responsible, non-smok- 
| aduate female seeking 
 house-sit-ting position in London. Will 
tend plants, pets. References available 
on request. Tel 01-458 8242 (Pamela). 












ate Lx Viso London. South Kensington 1 üX- 
_ury furnished flats in quiet cul- 
de-sac off Queensgate. Direct 
i | telephone; and. video secu- 
has two bath. From - 


minute d details onc companies 
ership, liquidation and busir 
tions. For full defalis: BS & iS, B. 

iod Ti RAGS 1DY. Teh Ge 






















4 Offshore compatiles fàfiation - 
© Handling shipping docs/involces © 
© Telex and telephone facilities — 
e Professional: shanagement 













PETER A. 
42 Rue Michel-Servet 


: 1206 Geneva i 
Tet Ont 22 460808 Telex: SS WREV OH 








E Kr rco usd b oM 
4| international opportunities using our exclusive 
4| business search network. Reporting on each 
|| candidate with assessment of competition, market 
surveys and strategic analysis. Investments trom 
US$ 1 to 20 million. Assistance. pertaining 1o 
corporate financing, tax, legalities, auditing. Our 
‘moderate retainer fee is deductible trom the 
Success lee based on Lehman Formula plus 196. 
| No intermediaties. Guaranteed confidentiality. 
1 Heterences since 1972 in the U.S., Europe and Far 
East. Contact us today for our newsletter — no 


| Staaten. 
BOSSARD, Inc. 


ighwey 
Decatur (Marta G GA 30035 USA 
Hof) ab ABS TEX 750728 













57 PONT STREET - 


KNIGHTSBRIDGE, L ARRES xon " "dy FL 
Tel: 01-581 2424. Telex: 9413498 EXECUT G. F ; y ob ain further infonmaton, 2 Mi iis ebididing 


l ite in London's m most prestigious residential area. AS. a shor s strol away from q n d i oo Si t$ vestigation from and ir inspect the Bic 



























: p e: sot FT Bidding 5 Doc : ments. may: be purchased by an 
interested eligible: Bidder on the subm ission of a written apy 

the above office and upon payment of anon-refundabie fee of LU: 

or 950, 000 Th ' iiid cape du sobre: 





















| Inönü Bua No. 27 Kat. 4 


Y Through the co continuing Sponsorship of Salómon Brothers” E 
m ro rt dead Son Durak/ANKARA 


international generous fellowships are availablefor PhD 
research in Financial Economics within the Institute of 
Finance at London Business School. The main research 
- areas covered by the institute are corporate finance, 
financial markets and portfolio investment. 
Applicants should send their cv's and the names ofthree 
referees to: Dr lan Cooper, Institute of Finance, 
London Business School, Sussex Place, 
Regent's Park, London NWI 4SA - 


= date for applications: wae ane "T" 






inan n submitted by ze Bidders who did not purchase the Biddi XP 
Documents shall be rejected 


5. All Bids must be accompanied by a Bid security in an acceptable form. 
of 396 (three percent) of the Bid d price and must be delivered io the 
above office on or before 12. 00 hours on Jun: BA iH 

6. Bids will be: opened i in the presence. et those Bid lors ren esentatives Ed 

. who choose to attend at 14.30 hours on June 21 at the office: B 


TURKISH ELECTRICITY AUTHORITY 
_ General Management 
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“OVERSEAS POSITIONS - 


Hundrads of top paying positions available 
now, Tax-free incomes. Many attractive 
benefits. Opportunities for all occupations, 
skilled trades, professionals, manage- 
ment, technical personnel etc. 

For free information about our publica- 
ait ee 


We Services, Dept 
EC, EC. PO B Bord own of Mount hovel. 
Canada el 3C7.. 



















| INTRAPRENEURING! The Book) 

: parables Macrae, Deputy Editor ‘of The Economist, says, ' "Gifford Pinchof's concept of 
| could make many. modem business corporations instantly much more 
duc irap many ordinary people's working lives much more furi.” ] 


| Own the hardcover edition of he book that is changing the business world! 
Send $10 (postage is prepaid) to: Pinchot & Company, 409 Orange Street, New 


|. Haven, CT 06511, or call (20 (203) 624-5355, and we will si yov. (Aay $5 for postage 
 .cuiside US] — 






iX R LON DON | ADDRESS 


Clase to Sloane Square and Knightsbridge, the Sloane Club 
isid rally situated for visits to Buckingham Palace, the Houses 
E Parliament, theatreland and the City; j 


* Well appointed bedrooms, all with colour television, radio, 
direct dial telephone. 










* One wing reserved exclusively for ladies. 






Excellent panelled dining room withitsaccent on. 77^ Y 













y» 7 
classical English dishes. f be \ 
_ Facilities for business meetings, private | \ 
receptions and dinner parties. - i WE | 






I 
Affiliated with óver 90 private members‘ clubs | 4 
warldwide. \ 





Family Amdividual/jumior membership available. 


CONTACT THE MEMBERSHIP SECRETARY FOR DETAILS 


The Sloane Club, 52 Lower Sloane. Strect, London, S31 ABS. 
Telephone: 04-238 9131 THES 364010 § Club G Fax: 1230 6135 
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Quote Ref. 


EASTERN BLOC ENERGY 


-— EASTERN BLOC ENERGY is a new monthly newsletter. rev 
is in the Soviet Union and Eastern Europe. The 
and gas, but other forms of energy are also covered. 


© Bach issue consists of a lead article, several pages of briefer r items two — 
3 pages of production and trade statistics, and a map showing the c main locations 










EASTERN BLOC ENERGY is based almost end published mo Eastern 
ropean source material, It is edited David Vison a 
"Economics Research Lid. 


siering, cud cig Bra clas postage inte Und Kingdom and imal to 


| A sample issue of EASTERN BLOC ENERGY may be obtained by writing to: 


Energy Economics Research Ltd 
7/9 Queen Victoria Street 


Berkshire RGI 18Y 
United Kined 












~ Readers c are recommended 


l to make appropriate enquiries and seek advice before sending any 
money, incurring any expense or entering into a binding commitment in 
relation to an advertisement. The Economist Newspaper Limited shall not 

be liable to any person for loss or damage incurred or suffered as a result 
of his/her accepting or offering to accept an invitation contained in any 


advert rtisement publish ed im in The Economist. 

























| broker First Europe offers thoroughly. 





















EQUITY & BOND 
COMPANY LIMITED. 
Member of the Stock Exchange 


Our specialist equities and Bond team in. 
London e personal service and 
expert advice. As an independent stock- 





Obtain both US immigration: ; wr ‘ 
secured financial returns on invest: 
ments, establishing _ American 
branch companies, etc. ALL MAT- 
TERS HANDLED BY A LICENSED 
US ATTORNEY/PhD ECONO- 
MIST. Guaranteed results based 
upon contingency fee agreement. 

] Visiting London, Middle East and 

Africa May 25. through June 15. 
Contact: Edward P. Gallagher, At 









researched investment ideas. We make 
trading convenient by providing efficient 
executions of investment transactions 
and by a simple settlement process. 
Discretionary accounts and cash man- 
agement services are available. 





















01-623 5747 esi Ester :PO Box 70302, 
52-54 Gracechurch Street '0088 USA; Tet: 






London EC3V OEH 









MEDICAL AND PHARMACY EQUIPMENT MANUFACTURER 


Require. distributors in all countries ‘except UK, IRELAND, and USA. 
Products are extremely high quality and. include: ECG machines, tabl-* 
counters, weighing equipment etc. Applicants must be financially Son ot at: 
have successful experience oí marketing in these. fields. | 


Apply Kirby Devonshire Ltd, Knighton Hill, Wes 
OED, England. 
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CONOMIC AND FINANCIAL | 


——————— eee ES —_ 
OUTPUT, DEMAND AND JOBS America’s industrial production grew by 5.7% in the year to March, 
the same as in the year to February. West Germany's industrial output slowed to a 3.1% rise in the 
, Year to February, Britain's to a 3.3% rise. Britain's unemployment rate has fallen in every month but 
one since September 1986; in March it fell to 9.0%. Holland's jobless rate seems stuck at 14.0% — 
barely changed since last May. British retailers saw their sales climb 7.1% in volume terms in the 
year to March. France's retail sales fell 1.1% in the year to January; Holland's rose 4.9% in 1987. 


vo 





% change at annual rate 
industrial production GNP/GOP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia + 92'"* + 6.2°° de + 20 + 52 0 — 05 + 19 u TA ww 8.4 
— 16 * 05 ww na na + 3.5 — 0.6 pect 10.9 w* 118 
Canada + 63 +73 son + 63 + 57 € * 70 +10.0 Jan 78 ww 9.6 
France + 39 + 70 Jan + 16 +25 ù + 15 — 11 sn 10.4 sen 10.6 
W.Germany + 30 *31 re * 29 + 23 ù * 67 + 63 Fe 88 ux B.9 
Holland + 52 — 55 um * 96 * 15 0 + 79 + 49 cect 140 ww 14.2 
Italy * 89 + 16 tee + 18 + 24 0 +10.4 + 50 Ayt 157 fæ’ 14.8 
*14.1 *124 re * 70 + 53 u nil + 58 de 27 te 29 
+ 26 +2.1 m na na +31.0 *155 o: 20.1 ww 20.4 
Sweden — 13 +55 um *37 * 24 ù — 98.1 + 35 Dec 1.8 uw* 2.2 
Switzerland +11.9 —18 q * 21 +27 o + 39 — 06 det 08 ma’ 0.9 
—08 +33 rm +27 +43 o * 81 + 7.1 Ma 9.0 ww 10.9 
+ 3.9 +57 ww + 48 + 40 0 — 18 + 4.0 ian 56 ww 6.6 


$Value index deflated by CPI, * " New series. 


——__ —— ———————————————————————————————————————— 
PRICES AND WAGES In March America's 12-month rate. of consumer-price inflation was 
unchanged at 3.9%; Britain's climbed to 3.5%. America's wholesale prices rose by 1.8% in the 
year to March; Japan's fell 1.0% in the year to April. Wages in Japan rose 2.2% in the year to 
February, compared with a rise of 4.6% in the year to January. Spanish wages went up by 9.1% in 
the year to February—the fastest rise in our table. Britain was close behind, with 8.5%. 

% change at annual rate 














consumer prices* wholesale prices* wages/earningst 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 7.2 + 7.1 Now + 76 + 6.6 New + 57 + 52 As" 
+ 01 + 10 we — 04 — 05 ox — 29 nil o3* 
+ 33 *o4 uw * 40 + 43 f + 74 + 3.9 m* 
France + 15 + 24 fe + 43 + 3.1 oF + 33 +35 Jam’ 
Ww. + 21 + 10 we + 06 + 05 Fe + 0.6 + 26 Feb 
Holland — 3.2 + 06 we = 13 — 07 » + 10 * 01 re 
+ 3.7 + 49 w + 48 + 46 de + 85 + 7.1 o«* 
— 16 +12 fe — 46 — 10 uy — 07 + 22 fe 
+ 3.7 + 43 fe + 32 + 2B re + 8.0 + 9.1 re 
Sweden * 40 + 52 fe + 58 + 46 fe + 82 + 63 o«" 
+ 32 + 18 ver + 21 + 15 ww nil + 21 w° 
UK + 20 * 35 w + 55 +41 we + 99 + 85 Fe 
ü + 24 + 39 ww + 07 + 18 ux * 28 + 28 ww 
E JAPAN'S COMPETITIVENESS For five Japan's competitiveness 


years until February 1985, when the dollar  fonaon Manufacturing prices relative to Japan's 
peaked, the prices of American manufac- 
tures climbed relative to the prices of goods 
made in Japan. Later, as the dollar tumbled, 
Japan's competiveness against American 
suppliers declined. By the end of 1987 this 
fall had more than wiped out the gain 
achieved between 1980 and 1985. Despite 
the continued strength of the D-mark, Japan 
has also lost competitiveness in manufactur- 
ing against West Germany. But it has had 
most to fear from East Asia's little dragons. 
Between February 1985 and the end of 1987 
the Taiwanese dollar depreciated by 35%, 
and South Korea's won by 49%, against the 
yen. Taiwan's manufacturing prices have 
fallen by 2796 relative to Japan's since 1960 81 82 83 84 85 86 87 

1980; South Korea's have fallen by 3996. —  Souce 3 P Mona ^ Seteriorafion in Japan's compettivencss 
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COMMODITY PRICE INDEX 
g Metal prices have come off 
the boil. Our dollar metals 
index is down 1696 from its peak of two 
weeks ago. Aluminium prices have fallen 
more than 2096 following a rise of 15,575 
tonnes in stocks at the London Metal Ex- 
change. The downward drift in copper príces 
looks set to continue as the market moves 
back into surplus after four years of shortfall. 
Nickel, though, moved back up this week on 
news that Falconbridge had suspended out- 
put at its plant in the Dominican Republic, 
where it is still at odds with the government 
over export duties. Zinc stocks are falling 
and demand is strong. European producers 
have raised their prices by $30 a tonne. 


Cash metal prices $ terms 289 





Nickel 


CA 








p 
/ M m5 
Jan 5 1988«100 "E 
Zinc 
Jr 
~ 
Vul ^ prm LÀ 
Jan Feb Marct Apni : 
^ 1988— —— .—— —— 
Source: London Metal Exchange 
1985 — 100 *& change oo 
Apr 12 — Apr 191 one one 
LLL" ww 
Dollar index 
All items 14433 1405 - 28 +324 
Food 104.9 105.1 + 20 14.5 
Industrials 
M083 — 1757  — 55 +480 
Nta 1t 1494 1497 +29 +164 
Metals 207.4 194.1 — 96 69.7 
Sterling index 
All tems 99.9 95.1 61 +143 
Food 72.7 712 14 1.2 
Industrials 
_ Al 127.0 1189  Á— 87 +260 
Nia t1 103.4 10013 -04 +05 
_ Metals — — 1436 1314 -126 +465 
SDA index 
All items 1006 — 1028 à — 42 +236 
Food — 78 &X—769 + 05 + 68 
industrials 
All . 1355 12836  — 68 +963 
.Nai$ à 11004 — 10906 +15 +86 
Metais 1533 .— 1420 -109 +564 
Gold 
$ per oz 45075 45700 +20 + 20 
Crude oil North Sea Brent 
$ per barrel 16.63 17.00 +142 — 59 


$ provisional $$ Non-food agriculturals 





Footnotes applicable to ali tables. Ali figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. ol previous 3 mos, al annual rais na nol avallubue 
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@ BANK LENDING Big international borrow- 
ers saw the relative cost of their loans rise 
slightly in 1987. The average spread (ie, the 
premium charged over LIBOR or America's 
prime rate) on long-term international bank 
loans fell between 1983 and 1986. It then 
crept up from 40 basis points (ie, hundredths 
of a percentage point) in 1986 to 44 basis 
points last year. Developing countries bore 
the brunt of that rise; for industrial countries 
average spreads fell slightly over the period 
from 36 to 34 basis points. The average 
maturity of long-term international bank 
loans increased from just over seven years 
in 1986 to almost nine yeats in 1987. Thanks 
to rescheduling, the maturity of developing 
countries' debt rose fastest: from roughly 
eight and a half years in 1986 to almost 
eleven years in 1987. The maturity of loans 
to industria! countries rose to just under 


eight years—the longest since 1982. 


Terms on international bank loans, 
long-term 


ies A Developing 
countries 








1970 80 81 682 83 84 85 86 87 
Source: OECD 
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WORLD BOURSES Wall Street slumped on disappointing news of America's trade deficit; later, 
signs of rising interest rates outweighed some good corporate results. The market closed 5.2% » 
down on the week. London and Tokyo stumbled too, falling 0.4% and 1.0% respectively. 


Stock price indices % Change on 
Apr 19 seme: 4 UR one one record 31/12/87 
high low week year high in local in $ 
Australia 1452.4 1467.6 1170.7 + 03 — 176 —37.0 +10.8 +148 
Belgium 4705.8 5043.1 3608.4 = 02 * 37 —13.1 +28.8 +22.2t 
Canada 3373.6 3402.4 2977.9 — 0.9 — 11.5 —18.0 + 68 +125 
France 301.2 306.9 251.3 + 18 — 3833 —34.6 +73 + 15 
W.Germany 1398.1 1457.5 1207.9 — 18 — 229 —38.6 * 76 * 18 
Holland 248.5 280.3 205.7 — $15 — 12.6 —25.6 +19.1 +13.2 
Hongkong 2593.9 2684.1 2223.0 — 16 — 44 -34.3 +12.6 +11.9 
italy 517.9 545.1 423.9 — 18 —~ 318 . -430 + 61 nil 
Japan 26657.0 27111.5 21217.0 — 10 * 116 nil *23.6 4-20.8 
Singapore 930.9 969.4 833.6 - 16 — 172 —38.2 +13.0 +129 
South Africa 1514.0 1564.0 1387.0 — 06 — 157 —33.2 + 49 *1521 
Spain 272.9 281.1 225.5 — 26 * 168 —16.1 +20.1 +174 
Sweden 2710.5 2838.7 2148.5 — 36 + 11 —17.0 +24.9 +23.5 
Switzerland 520.5 539.5 466.6 — 10 - 1317 —28.7 *97 + 17 
UK* 1798.9 1855.5 1694.5 — 04 - 73 —26.4 + 50 + 59 
USA 1999.5 2110.1 1879.1 — 52 — 144 —26.6 + 31 + 3.1 
*New series (FT-SE 100 at financial rate 


MONEY AND INTEREST RATES Monetary growth accelerated slightly in America in the year to 
March: narrow M1 grew by 4.0% (compared with 3.9% in the year to February) and broad m3 by 
5.8% (compared with 5.5%). American bond yields moved higher. 





Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow  Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] 3months long-term 3 months 
Australia. +185 +14.7 re  1000'* 11.35'*  13.50'* 1120** —1202** 13.02** 10.94 13.05 
+77 «1270 600° 610 850 5.80 7.76 778 6.07 na 
Canada +59 +67 w 850 8.90 975 7.50 1023 10,32 875 1041 
France +41 +93% 738 800 945 8.13 9.10 9.76 831 922 
W. Germany 4108 + 61 fæ — 320 3.35 550 3.05 5.95 5.55 338 4.30 
Holland +71 +61 om 416 403 575 350 5.71 6.39 394 5.89 
Italy +90 +95 ww 1038 1088 12.63 na 1040 10.80 10.50 na 
Japan 4 98 +124 fæ — 319 3.79 39.38 — 176 441 4.42 406 4.55 
Spain 4-103 +140 o 1095 1072 1600 6.50 1219 — 1400 10.00 na 
Sweden na + 52 » 950 995 1150 965 11.14 1199 9.75 na 
Switzerland +142 +113 » 219 219 525 1.50 3.99 4.30 219 4.35 
UK +20.5 +204 f 875 7.91 900 8,00 914 1054 800 97! 
USA +40 +58 wm 688 69 850 7.01 8.97 9.39 7.25 8.50 













Other key rates in London 3-mth Treasury Bills 7.6%, 7-day Interbank 8.2, clearing banks’ 7-day notice 3.3%. Eur 

rates (Libor): 3 mths 7.2%, 6 mths 7.496. 

ved Australia, Canada, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 + CDs. Definitions of interest rates quoted available on request. Sources: 
of Chase Manhattan, Banque de Commerce (Belgium), Nederlandse Credietbank, Credit Svenska Handeisbanken, ANZ Bank, Credit Suisse 

First Boston, Wharton Econometrics. These rates are indicative only and cannot be construed as offers by these banks." New series. ** Last week's rates. 


—E————————————— i —— 
TRADE, EXCHANGE RATES AND RESERVES Figures for America's trade in February upset financial markets. The visible-trade deficit had been 
expected to narrow from January's $12.4 billion; instead it widened to $13.8 billion, leaving the 12-month trade deficit roughly unchanged at $171.2 
billion. The dollar fell by 1.9% against the yen, by 1.5% against the D-mark and by 1.3% in trade-weighted terms. Sterling climbed to $1.89, and by 
1.2% in trade-weighted terms. Canada's trade surplus was roughly unchanged at $7.5 billion in the year to February. 














trade balancet current- trade-weightedti currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest year ago latest year ago per £ perSDR per ecu Feb year ago 
Australia + 001 Feb + 01 — B5 wa 55.5 55.5 $34 1.41 2.53 1.86 1.68 8.6 53 
+ 070 de * 10 + 26 100.5 100.0 34.8 37.5 65.9 48.3 43.4 9.4 5.8 
Canada + 106 Fe + 75 — 73 ao 81.1 78.0 1.23 1.32 2.34 1.71 1.54 9.6 5.7 
France — 0.91 Fe —- §3 — 45 o 714 71.6 5.65 6.04 10.7 7.84 7.05 34.8°° 29.8 
y : + 446 san 149.1 146.3 1.66 1.82 3.15 231 2.08 73.3 62.4 
Holland + 039 ox + 20 + 25 o 138.1 134.5 1.87 2.04 3.53 2.59 2.33 152 11.7 
— 0.20 nw — 78 + 59 ar 46.5 47.9 1236 1295 2340 1712 1544 30.8 24.0 
+ 845 fe + 94.2 + 83.8 Fe 245.9 223.9 124 142 235 172 155 83.3 51.7 
Spain — 140 t — 156 + 14 Fe 52.1 48.1 110 127 209 153 138 304** 15.2 
Sweden + 0.36 Fe + 34 — 16 Fe 68.0 68.5 5.85 6.31 11.1 B.11 7.31 8.5 7.6 
Switzerland — 0.50 tec — $1 + 70 o 176.5 1742 1.38 1.49 2.61 1.92 1.72 24.4 188 — 
UK — 232 te — 195 — 66 re 78.6 72.5 0.53 0.61 — 0.73 0.66 39.0 19.3 
USA —13.83 re* — —1712 —1607 mq 92.2 100.9 -= — 1.89 1.39 1.25 32.0 38.3 


tAustralia, France, Canada, Japan, and UK imports fob, exports fob. All others cif/fob. t Bank of England index 1975 = 100, tt Excluding gold. * Not seasonally adjusted. ** January, $1987. 
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Kinnevik was founded by friends 
and has been brought forward by 
their sons. Agriculture was our first 
business. Investments in the mining 
and forestry industries were added 
shortly thereafter. 

Our human tradition is unbro- 
«en and most of what guides us 
'omes from our origins. Like a good 
shooting party our organization 
ias few spoken rules. However, ex- 


ndustrifórvaltnings AB Kinnevik is an investment company with annual sales of SEK 7,500 M and assets of SEK 11,200 M. The head office is i 
'onducted through wholly or partially owned subsidiaries. Kinnevik's business areas in 
f rock-drilling equipment; import, retailing, leasing and service of cars and earth-movin 
ystems, operation of credit card phone systems; sale of data-communication equipment; satellite-TV broadcasting; publishing: insurance and finance 








A circle of friends 








ceptions are rare. The characteris- 
tics we seek among ourselves are 
faithfulness, warmth, openness and 
fact. the 
characteristics you seek amongst 


helpfulness. In same 
your friends. Trust can neither be 
given nor taken, it can only be 
'arned. Our original businesses of- 
fered few opportunities for short 
cuts. The earnings were seldom suf- 
ficient for quick improvements. Re- 


wards often came vears after thi 
tial effort. Common sense 1 
long way. but patience ai fa 


sightedness were prerequisild 
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More than fifty years | entre 


tre Taal’ o» 
e same dg 


otoOckhot parai 


clude: forestry and manufacture of pulp and paper; steel production: manufacture 
g machinery; operation of cellular mobile telephone and digital 
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* THE ULTIMATE TEMPTATION 


ft 6. AVARICE. 





